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BUILDING AN ECONOMIC RECOVERY PACKAGE:
CREATINGAND PRESERVING JOBS INAMERICA

Friday, October 24, 2008
U.S. House of Representatives
Committee on Education and Labor
Washington, DC

The committee met, pursuant to call, at 10:03 a.m., in room
2175, Rayburn House Office Building, Hon. George Miller [chair-
man of the committee] presiding.

Present: Representatives Miller, Woolsey, Sarbanes, Loebsack,
and Courtney.

Staff Present: Aaron Albright, Press Secretary, Tylease Alli,
Hearing Clerk; Chris Brown, Labor Policy Advisor; Jody Calemine,
Labor Policy Deputy Director; Lynn Dondis, Senior Policy Advisor,
Subcommittee on Workforce Protections; Carlos Fenwick, Policy
Advisor, Subcommittee on Health, Employment, Labor and Pen-
sions; Patrick Findlay, Investigative Counsel; David Hartzler, Sys-
tems Administrator; Ryan Holden, Senior Investigator, Oversight;
Brian Kennedy, General Counsel; Therese Leung, Labor Policy Ad-
visor; Sara Lonardo, Junior Legislative Associate, Labor; Ricardo
Martinez, Policy Advisor, Subcommittee on Higher Education, Life-
long Learning and Competitiveness; Alex Nock, Deputy Staff Direc-
tor; Megan O’Reilly, Labor Policy Advisor; Rachel Racusen, Com-
munications Director; Meredith Regine, Junior Legislative Asso-
ciate, Labor; Melissa Salmanowitz, Press Secretary; James Schroll,
Staff Assistant; Michele Varnhagen, Labor Policy Director; Michael
Zola, Chief Investigative Counsel, Oversight; Mark Zuckerman,
Staff Director; Robert Borden, Minority General Counsel; Cameron
Coursen, Assistant Communications Director; Ed Gilroy, Minority
Director of Workforce Policy; Rob Gregg, Senior Legislative Assist-
ant; Alexa Marrero, Minority Communications Director; and Jim
Paretti, Minority Workforce Policy Counsel.

Chairman MILLER. Good morning. A quorum being present, the
Committee on Education and Labor will come to order. The pur-
pose of this morning’s hearing is to listen to witnesses on the issue
of building an economic recovery package and creating and pre-
serving jobs in America. I want to thank in advance all our wit-
nesses for your testimony and for your time and your expertise in
this challenge that we have here.

The real economy, I think it is apparent to everyone at this
point, is in a shambles. If you look at the staggering job losses, the
rising unemployment and the sharp decline in families’ earnings,
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September, for example, saw more mass layoffs than any other
month since September 2001 after 9/11.

Earlier this month, we enacted an emergency $700 billion finan-
cial rescue plan to stem the collapse of the credit markets. This
was a necessary step to prevent the bottom from falling out, but
we knew it would not cure all that ails our economy. What we are
seeing now in the continued decline in the volatility of the financial
markets is a realization that recession is setting in and it is likely
to be long, it is likely to be deep, and it is going to be global. It
is urgent that we prepare now to take the next steps to rescue the
economy by creating jobs, providing for immediate relief to the
States and small businesses, and making real investments in en-
ergy, technology and education. We must have a plan to speak di-
rectly to the needs of America’s families and workers today.

At a forum convened by Speaker Pelosi last week, leading econo-
mists agreed that creating jobs is essential to rebuilding our real
economy. Alan Blinder and other economists told us that they fear
unemployment could soon hit 8 percent or higher, and I think,
Jared, you concurred in that, and I think Alan Sinai also concurred
in that determination last week in that meeting.

In testimony early this week, Fed Chairman Bernanke agreed
that Congress should develop an economic recovery package to help
blunt rising unemployment. American families are facing a quad-
ruple economic whammy; falling home values, shrinking retirement
savings, rising basic costs and job insecurity. The economists warn
that things are likely to get worse, since the real prospect of today’s
economic realities will result in a generation of Americans that are
worse off than previous generations.

In September, the House approved an economic recovery plan
that would have created good-paying jobs by investing in energy
technology and infrastructure and retrofitting our schools; invest-
ments that would prevent the falling recession. It also would have
provided access to job training and helped working families with
grocery and health care bills. It also approved an extension of the
unemployment benefits in October. Unfortunately, these efforts
were blocked by Senate Republicans and the President in denial of
{she impact of their disastrous economic policies on American fami-
ies.

Democrats, on the other hand, recognize that we should act now
to restore confidence. For starters, we have to deal with growing
numbers of the unemployed. Over the past year, unemployment
rates have increased in 47 States. We must extend unemployment
benefits for out-of-work Americans whose current benefits are set
to expire or, in fact, maybe already have started expiring.

Next, rebuilding our crumbling roads, businesses, transit and
schools must be central to our jobs and economic policy for an eco-
nomic recovery package. These investments not only provide ur-
gently needed repairs, but increase productivity, create good-paying
jobs, and spur additional private investment. States and localities
have projects ready to go, but lack funding as they face declining
revenues. We will hear testimony this morning that making infra-
structure investments are some of the most effective uses of Fed-
eral dollars in creating, jobs both in the short term and in the long
term.
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Encouraging the development of the green economy must also be
a core component of any jobs recovery package. Not only will these
investments create millions of good-paying jobs, but they will lead
to fundamental change in the way we produce and consume energy.

Other infrastructure investments such as the build-out of the na-
tional broadband network promises similar benefits. The U.S. Lags
behind dozens of other industrialized countries in terms of
broadband diffusion.

As a letter from my colleague, Anna Eshoo from California points
out, in a recent paper presented, the availability of broadband in
communities added 1 percent to the employment growth and over
a five-tenths of a percent increase in the growth of business estab-
lishments and five-tenths of a percent increase in the share of es-
tablishments represented by the information technology firms. The
broadband build-out would add $500 billion to the GDP and 1.2
million additional jobs in construction and use of the national
broadband network. We know how important this is to the rural
communities in our country.

There are a number of the other proposals that will be consid-
ered in an economic recovery package, including job training, food
stamps, heating assistance and help to the States to cover critical
costs.

As we continue our efforts to create an economic recovery plan,
we must make sure that these ideas provide the best help to strug-
gling families and the best return to the taxpayers’ investment.

After we hear from the first panel, we will also hear from the di-
rector of the Pension Benefit Guaranty Corporation, Charles Mil-
lard. The Pension Benefit Guaranty Corporation provides pension
protection for 44 million workers and is responsible for admin-
istering benefits of more than 1 million Americans.

Director Millard will also discuss the new investment policy his
agency has adopted in February of this year and whether it is a
prudent approach for the unique mission of the Pension Guarantee
Corporation. The new policy dramatically shifts PBGC’s invest-
ments away from fixed income securities such as U.S. Treasuries
into equity securities and aggressive asset classes. We will examine
the rationale for such a change in light of the recent market melt-
down and the reported loss of at least $3 billion, and I think we
will hear later this morning it is much more than that, in invest-
ment in recent months. We must preserve and strengthen these re-
tirement plans. For example, we must strengthen 401(k)s to pro-
vide complete disclosure of all related fees and requiring inde-
pendent management advice. That will be the second panel that we
will hear from.

With that, I would like to recognize Ms. Woolsey or other mem-
bers for any opening remarks they may have.

[The statement of Mr. Miller follows:]

Prepared Statement of Hon. George Miller, Chairman, Committee on
Education and Labor

The Committee on Education and Labor meets this morning to examine the state
of employment and solutions that will put our economy on the road to recovery and
get Americans back to work.
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The “real” economy is in shambles. Just look at the staggering job losses, rising
unemployment, and a sharp decline in families’ earnings. September, for example,
saw more mass layoffs than in any other month since September 2001, after 9-11.

Earlier this month, we enacted an emergency $700 billion financial rescue plan
to stem the collapse of the credit markets. That was a necessary step to prevent
the bottom from falling out. But we knew that it would not cure what ails our econ-
omy.

What we are seeing now, in the continued decline and volatility in the financial
markets, is the realization that recession is setting in; that it is likely to be long;
it is likely to be deep; and it is going to be global.

It is urgent that we prepare now to take the next steps to rescue the economy
by creating jobs, providing immediate relief to the states and small businesses, and
by making real investments in energy, technology and education.

We must have a plan that speaks directly to the needs of American families and
workers today.

At a forum convened by Speaker Pelosi last week, leading economists agreed that
creating jobs is essential to rebuilding our economy.

Alan Blinder and other economists told us that they fear that unemployment
could soon hit 8 percent or higher.

Even Fed Chairman Ben Bernanke agrees that Congress should develop an eco-
nomic recovery package to help blunt rising unemployment.

American families are facing a quadruple economic whammy: Falling home val-
ues, shrinking retirement savings, rising basic costs, and job insecurity.

And economists warn that things are likely to get worse. There is a real prospect
that today’s economic realities will result in a generation of Americans worse off
than the previous generation.

In September, the House approved an economic recovery plan. It would have cre-
ated good-paying jobs by investing in new energy technology and our infrastruc-
ture—investments that would prevent our economy from falling deeper into reces-
sion.

It would have also provided access to job training and helped working families
with grocery and health care bills. We also approved an extension of unemployment
benefits in October.

Unfortunately, these efforts were blocked by Senate Republicans and a President
in denial of the impact of their disastrous economic policies on American families.
deemocrats, on the other hand, recognize that we should act now to restore con-
idence.

For starters, we have to deal with the growing numbers of the unemployed. Over
the past year, unemployment rates have increased in 47 states.

We must extend unemployment benefits for out-of-work Americans whose current
benefits are set to expire.

Next, rebuilding our crumbling roads, bridges and schools must be central to our
jobs and economic recovery package.

These investments not only provide for urgently needed repairs, but increase pro-
ductivity, create good-paying jobs, and spur additional private investment.

States and localities have projects ready to go but lack funding as they face de-
clining revenues.

We will hear testimony this morning that making infrastructure investments are
some of the most effective uses of the federal dollar in creating jobs in both the
short-term and the long-term.

Encouraging the development of a green economy must also be a core component
to any jobs recovery package.

Not only will these investments create millions of good-paying jobs, but they will
lead to a fundamental change in the way we produce and consume energy.

Other infrastructure investments, such as increasing broadband diffusion, promise
similar benefits.

The U.S. lags behind a dozen other industrialized countries in terms of broadband
diffusion.

This gap slows our efficiency and our ability to remain globally competitive.

There are a number of other proposals that will be considered in an economic re-
covery package, including job training, food stamp and heating assistance, and help
to states to cover critical costs.

As we continue our efforts to create an economic recovery plan, we must make
sure that these ideas provide the best help to struggling families and the best re-
turn on taxpayers’ investment.

We will also hear from the director of the Pension Benefit Guaranty Agency
Charles Millard.
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PBGC provides pension protection for 44 million workers and is responsible for
administering benefits for more than 1 million Americans.

Director Millard will also discuss his new investment policy that his agency adopt-
ed in February of this year and whether this is a prudent approach for the unique
mission of the PBGC.

The new policy dramatically shifts PBGC’s investments away from fixed income
siecurities, such as U.S. Treasuries, into equity securities and other aggressive asset
classes.

We will examine the rationale for such a change in light of the recent market
melt%?wn and the reported loss of at least $3 billion in equity investments in recent
months.

We must preserve and strengthen Americans’ retirement plans. For example, we
must strengthen 401(k)s by increasing transparency and providing complete disclo-
sure of all related fees and providing independent management advice.

We must also waive the current tax penalty for seniors over 70 and a half who
don’t take a minimum withdrawal from their retirement accounts. And we must pro-
hibit privatizing Social Security.

Today’s witnesses will help us understand what’s happening in the real economy,
where we are headed, and help us consider what proposals might work best to get
the economy moving in the right direction.

I look forward to their testimony.

Ms. WooLsEY. Thank you, Mr. Chairman. This is going to be
very interesting. But I want to get on with this, so I won’t have
opening remarks. Thank you.

Mr. LoEBSACK. Thank you for convening this hearing, Mr. Chair-
man. Like my colleague, Ms. Woolsey, I will just hold off until we
get to the Q&A.

Mr. COURTNEY. I will also, Mr. Chairman.

Chairman MILLER. Thank you. What wonderful Members of Con-
gress.

This morning on our panel we will first hear from Dana Stevens
from Thorofare, New Jersey, who has worked in benefits adminis-
tration for the past 10 years. She wad laid off by her employer in
July due to corporate restructuring and she will be discussing her
experience with the deteriorating job market over the past several
months. Thank you so much for joining us this morning.

Next we will hear from Ron Blackwell, the chief economist at the
AFL-CIO. Before joining the AFL-CIO, Mr. Blackwell was assistant
to the president of the Amalgamated Clothing and Textile Workers
and chief economist of Unite Here. Before that, he was a faculty
member and academic dean at Seminar College at the New School
where he taught economics.

Gerald Bernstein is the director of the Living Standards Program
at the Economic Policy Institute. Dr. Bernstein joined EPI in 1992
and has written extensively on issues such as income inequality,
mobility and trends in employment and earnings. His latest book
is Crunch: Why Do I Feel So Squeezed, and Other Unsolved Eco-
nomic Mysteries. Dr. Bernstein earned his Ph.D in social welfare
from Columbia University.

Chris Hansen is president and CEO of AEA, the Nation’s largest
association representing the electronics and IT industries. Before
joining AEA in November of 2007, Mr. Hansen was AARP’s group
executive officer for State and national initiatives. Previous to his
work at AARP, Mr. Hansen was a senior vice-president at Boeing.
Mr. Hansen holds a BA from the University of Denver and a mas-
ters from the American Graduate School of International Manage-
ment.
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Robert Pollin is a professor of economics and founding co-director
of the Political Economy Research Institute at the University of
Massachusetts, Amherst. Dr. Pollin’s research centers on micro-
economics conditions and low-wage workers, the analysis of finan-
cial markets and the economics of building a clean energy economy.
He earned a BA from the University of Wisconsin and an MA and
Ph.D. from the New School of Social Research.

William W. Beach is the director of the Center For Data Analysis
at the Heritage Foundation. In his position, Mr. Beach oversees
statistical research on taxes, Social Security and trade, among the
other issues. Prior to joining Heritage in 1995, he served as a liti-
gation economist and economist for the Missouri Office of Budget
and Planning. Mr. Beach is a graduate of Washburn University
and holds a master’s degree from the University of Missouri in Co-
lumbia.

With that, we will start with you, Ms. Stevens. Again, thank you
so very much for joining the committee. I know that it is not easy
to tell personal stories in public settings, but having looked at your
testimony, I think you are presenting a face on this problem that
many, many, unfortunately millions of Americans will recognize
and understand that yours is a problem that we are trying to ad-
dress in providing for strengthening the economy.

Under the system, when you begin to speak, a green light will
go on, that will be about 4 minutes. An orange light will go on
which suggests you might want to start wrapping up your remarks,
but we want you to finish in a way that you are comfortable and
is also coherent for us.

So thank you again. We look forward to your testimony.

STATEMENT OF DANA STEVENS, HUMAN RESOURCES
PROFESSIONAL

Ms. STEVENS. Chairman Miller, Ranking Member McKeon, mem-
bers of the committee, thank you for inviting me to testify at this
hearing today. My name is Dana Stevens and I am a resident of
Thorofare, New Jersey, in Gloucester County.

Since July 11th, I have been unemployed and struggling to find
a new job to make ends meet. My story is not unique, I am sure.
I am like millions of others who are struggling in the current econ-
omy. I am grateful for the opportunity to share my story today on
behalf of all the unemployed workers out there who are ready, will-
ing and eager to work, but simply cannot find a job.

I am 31 years old and have been working continuously since 1
was 21 years old. Shortly after high school, I began working full-
time and going to college on a part-time basis, steadily pursuing
my degree in business administration.

In June of 2007, I began working for an insurance broker. I was
recruited to join that employer and was hired to fill a new position
of benefits administration supervisor. I loved the job and I felt very
comfortable and secure and settled, until last March.

I was notified that my department would be outsourced in order
to save $80,000 in business costs in addition to the salaries and ad-
ditional money spent on benefits for the employees. This decision
was also made as part of the sale of my employer to a much larger
insurance company. I was initially told to remain positive and that
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my employer wanted to find me another position. However, in May,
I was told that July 11th would be my last day of work.

As soon as I learned that I would lose my job, I immediately
began looking for a new one. I followed every avenue I could. I
posted my resume on line. I networked extensively with the clients
of the employer. I applied for job openings. I have even worked
with professional headhunters. My husband and I also began sav-
ing every single penny that we could to be able to pay our mort-
gage and bills once my position had ended. We have always lived
within our means and paid our bills on time, but I knew that the
amount I receive in unemployment insurance benefits would not be
enough to cover our monthly mortgage.

Since I learned that I would lose my job, I have applied for over
143 positions, in addition to all of the other network I have done.
In that time, I have had interviews with only seven companies.
While I have come close to getting a job and I have received com-
pliments on what a strong candidate I am, I am still unemployed.

I am looking as broadly as I can. I live in Southern New Jersey,
so I am applying for jobs within Wilmington, Delaware, Philadel-
phia, Pennsylvania, and the entire region. I am not simply looking
for human resources or insurance jobs, but for anything that I
could do, including office work and administrative jobs. Most would
be a step backwards from the positions that I have previously held.
I am even willing to take a significant pay cut just for the sake of
working, but I do need a job that will pay me enough so I can keep
my house and avoid becoming part of the working poor.

I am even willing to do contract work that offers no benefits, just
for the sake of being employed and be able to pay my bills.

I thought I had a good chance of finding a job two weeks ago
when a headhunter called me about an open position within an or-
ganization. The next day I got a phone call from that headhunter
stating that the corporation had decided to put the position on hold
until at least February because they do not have the money to fill
it right now.

Everyone is willing to accept jobs for which they are overquali-
fied and take pay cuts, so the competition is really tough out there.
Luckily, my husband still has his job, but in order for us to make
ends meet, he has been working overtime. He also goes to school
two nights a week for 4 hours each night so he can better his em-
ployment prospects for the future.

While I am lucky that he has a job and is working hard to sup-
port us, it upsets me that he is doing it alone. I am a very inde-
pendent person and I feel bad that my husband has to endure the
extra hours of work, plus his school work and working full-time.

Even though he is working overtime, we have used up almost all
of our savings just to continue to pay the mortgage. We have just
enough savings left to scrape by on our December payment. After
that, I don’t know what we will do if I can’t find a job.

My husband and I are careful and responsible people. We own
a home and made sure to purchase a House we could afford in
order to avoid risky financing. We made educated decisions and
worked hard for what we have. I have worked continuously for over
10 years. Now I feel like the odds are against me because I have
had to rely on unemployment.
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Beyond that, my self-esteem has taken a real hit. You can’t help
but ask yourselves sometimes, what is wrong with me? Why am I
not picked? At times, even when I go for an interview, I hope that
employers don’t see that.

Congress can help people like me. In the short-term, please ex-
tend unemployment benefits since the economy isn’t getting any
better and jobs are continuing to disappear. You have been elected
to serve the people of the United States, and we have never needed
you more.

Thank you again for the opportunity to tell my story and rep-
resent all of the unemployed workers throughout the country who
are struggling just to survive in this current economy.

[The statement of Ms. Stevens follows:]

Prepared Statement of Dana Stevens, Human Resources Professional

Chairman Miller, Ranking Member McKeon, and members of the Committee,
thank you for inviting me to testify at this hearing today. My name is Dana Ste-
vens, and I am a resident of Gloucester County, New Jersey. Since July 11th , I
have been unemployed and am struggling to find a new job and make ends meet.
My story is not unique—I am like millions of others who are struggling in the cur-
rent economy. I am grateful for the opportunity to share my story today on behalf
of all the unemployed workers out there who are ready, willing and eager to work,
but just cannot find a job.

I am 31 years old, and have been working continuously since I was 21 years old.
Shortly after high school, I began working full time and going to college on a part
time basis, steadily pursuing my college degree in general business administration.

In June of 2007, I began working for an insurance broker. I was recruited to join
that employer and was hired to fill a new position of Benefits Administration Super-
visor. I loved the job and felt very secure and settled, until last March. I was noti-
fied that my department would be outsourced in an effort to save $80,000 in busi-
ness costs, plus salaries and additional money in benefits. This decision was also
made as part of a sale of my employer to a much larger insurance company. I was
initially told to remain positive and that my employer wanted to find me another
position within the organization. However, in May, I was told that July 11th would
be my last day of work.

As soon as I learned that I would lose my job, I immediately began looking for
a new one. I followed every avenue I could. I posted my resume on-line, networked
extensively with the clients of my employer, applied for job openings, and even
worked with professional head-hunters. My husband and I also began saving every
penny we could to be able to pay our mortgage and bills once my employment ended.
We have always lived within our means and paid our bills on time, but I knew that
the amount I receive in unemployment insurance benefits would not be enough to
cover our monthly mortgage payment.

Since I learned I would lose my job, I have literally applied for over 140 jobs, in
addition to all of the other networking I have done. In that time, I have had inter-
views with only seven companies. While I have come close to getting a job, and have
received compliments on what a strong candidate I am, I am still unemployed. I am
looking as broadly as I can. I live in southern New Jersey so I am applying for jobs
in Wilmington, Delaware, as well as Philadelphia, Pennsylvania, and the entire re-
gion. I am not simply looking for human resources jobs, but for anything I could
do including office work and administrative jobs that are a step backwards from the
positions I previously held. I even am willing to take a significant pay cut for the
sake of working, but I need a job that will pay me enough so that I can keep my
house and avoid becoming part of the working poor. I am even willing to do contract
work that offers no benefits, just for the sake of earning money to pay our bills.

I thought I had a good chance of finding a job two weeks ago when a head hunter
called me about an open position. But then she found out the next day that the posi-
tion was put on hold until at least next February because the employer could not
afford to fill it right now. That is the situation I am facing everywhere I look. There
just are not a lot of good jobs out there right now, and the ones that do exist have
hundreds of people applying for them. Everybody is willing to accept jobs for which
they are overqualified and take pay cuts, so the competition is really tough.

Luckily my husband still has his job, but in order for us to make ends meet, he
has to work over-time. He’s also going to school two nights a week, for four hours
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each night, so he can better his employment prospects for the future. While I am
lucky that he has a job and is working hard to support us, it upsets me that he
is doing it alone. I am a very independent person and I feel bad having my husband
endure the long hours and extra work. Even though he is working over-time, we
have used up almost all of our savings just to continue paying the mortgage. We
have just enough in savings to scrape by on our December payment. After that, I
don’t know what we’ll do if I can’t find a job.

My husband and I are careful and responsible people. We own a home and made
sure to purchase a house we could afford in order to avoid risky financing. We make
educated decisions and work hard to earn what we have. I've worked continuously
for over ten years. I'm going to school to get my degree, and I have never received
government services before. Now, I feel like the odds are against me because I have
had to rely on unemployment in order to help support our family.

My unemployment has had very real consequences that will take years to correct.
I had to transfer colleges, because the school of my choice was just too expensive.
Even at the local community college, I've had to pay my tuition on a credit card.
At times, I've even had to put the cost of groceries on my credit card so we can pay
our bills and still have food to eat. I will pay high interest rates on that tuition and
food as I pay it off over several months, possibly years. In addition, my husband
and I were getting ready to start a family right before I lost my job. This is some-
thing we both want very much. As disappointed as I am that we had to postpone
having children, I am also relieved that I did not get pregnant before I lost my job.
I'm sure my job opportunities would be nominal, as very few employers would hire
me knowing that I would have to take maternity leave within months of starting
a new job.

Beyond that, my self-esteem has taken a real hit. I've always been a very con-
fident person and feel that I present myself well. But, when you apply for so many
jobs and nothing comes through, you can’t help but think “what’s wrong with me?”
Imagine going into an interview and trying to project self-confidence when you feel
completely defeated. 'm putting on a front every time I have an interview and I
just hope that potential employers cannot see through it. There are even times when
I apply for a position and know that I would be a great fit for the role and I don’t
even get a response on my resume submission.

I really feel like I've done the right things in life. In spite of all my efforts and
being responsible, I cannot get ahead. It makes me worried and frustrated, even
angry at times. I hope that by being here today, my story will be beneficial to others
that are in my situation. They need to know they’re not alone, even though being
unemployed is one of the loneliest feelings in the world. I look at the rising unem-
ployment statistics to gain some perverse comfort in realizing I'm not the only one
out there struggling to find a job.

People like me are really hurting. We want to work. Believe me, the amount we
get for unemployment is no incentive to stay home. I hear the President’s spokes-
person say that extending benefits again might create an incentive for people like
me to stay home longer and that’s just wrong. There is nothing fun about staying
home when you can’t find a job. There is nothing enjoyable about being up at night
worrying about how you are going to make ends meet. Being unemployed hurts you
and your family financially, but emotionally and physically as well. For anyone to
suggest that receiving unemployment is like getting a free vacation is insulting and
degrading to the millions of people like myself who are desperately trying to get
back to work.

Congress can help people like me. In the short-term, you need to extend unem-
ployment benefits again because the economy is not getting any better, jobs are con-
tinuing to disappear, and the winter is coming when we need to money to pay our
heat and other bills. But I also ask you to come up with legislation that will help
provide a financial recovery for all people in this country, especially those who are
struggling the most. Use your influence to help create new jobs with good pay and
good benefits. Find ways to create incentives for companies to keep good jobs in-
house, rather than outsourcing them to cheaper vendors who undercut the market
for hard working men and women. You have been elected to serve the people of the
United States, and we’ve never needed you more.

Thank you again for the opportunity to tell my story and to represent all the un-
employed workers throughout this country who are struggling just to survive in this
current economy.
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Chairman MILLER. Thank you very much for your testimony.
Again, we appreciate how difficult it is for you to discuss this in
public among strangers.

Mr. Blackwell.

STATEMENT OF RON BLACKWELL, CHIEF ECONOMIST,
AFL-CIO

Mr. BLACKWELL. Thank you, Chairman Miller. Unfortunately,
Ms. Stevens is not alone. There are currently 10 million Americans
that are formally unemployed and looking for work every day and
can’t find it. If you added the number of Americans that are work-
ing part-time when they need a full-time job or people who have
been discouraged or people that are near taking employment, you
would double that number.

As we meet today, we face the most complex and dangerous eco-
nomic crisis that I have seen in my career. I wasn’t around for the
Great Depression, but this is much more serious than the 1980s,
as I recall. The bursting housing bubble last year has triggered a
global credit crisis, and together they are dragging the U.S. And
other economies into recession and slowing growth worldwide.

As a result, the American economy has been shedding jobs in ac-
celerating rates since the beginning of the year. The economy lost
168,000 in September alone. There has been a total of 900,000 pri-
vate sector jobs lost this year so far.

The unemployment rate has increased by 1.2 percentage points
since January and now stands at 6.1 percent. Nearly 10 million
workers, as I said, are now unemployed and seeking work. Over 2
million of those have been unemployed for over 27 weeks, and hun-
dreds of thousands of American workers are approaching the ex-
haustion of their unemployment benefits even as recently extended.

Unemployment claims are now running at nearly 500,000 a
week, which is clearly consistent with the rapidly deteriorating
labor market, and this kind of deterioration has not been seen out-
side of the context of a recession in our history.

A majority of private sector economists now consider the economy
is either in or entering a recession of uncertain depth and duration.
And with job loss projected to continue for several quarters, private
economists are forecasting a rise the unemployment rate, as you
mentioned, to a total of 7 to 8 or even above percent by the end
of next year.

In my judgment, we are clearly in the early stages of a poten-
tially very seriously recession that will likely be as deep as any-
thing we have experienced in a generation, last longer than most,
and one which is rapidly becoming global in scope. Just how deep
and protracted this recession will be depends on the timeliness of
congressional action, the aggressiveness of congressional action,
and whether it is properly focused on the activities that we need
supported.

The current economic crisis is the conjunction of three distinct
elements; a housing crisis, a credit market crisis and an employ-
ment crisis. Each of these crises is serious enough in itself, but
their interaction is now making for a particularly dangerous dy-
namic.
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Housing prices have already lost 20 percent of their value on av-
erage and can be expected to fall another 10 to 15 percent, even
if they do not overshoot their fundamental values. Home fore-
closures are spiking, people are losing their homes, communities
are being devastated and trillions of dollars are being drained from
the net worth of households.

Consumers, who have been driving the economy, debt finance
consumption spending is what has been behind the recent recovery
from the last recession, but they are pulling back sharply. They
started initially on autos, of course, as you know, and houses, but
in September, it seems like the dam has broken and consumer has
capitulated. So it looks like the consumers are pulling back very
sharply. They represent 70 percent of the spending in the economy,
and with housing prices continuing to fall and with people con-
tinuing to lose their jobs, that can only get worse.

Unfortunately, the complexity of the forces dragging us into re-
cession makes formulating and calibrating an economic recovery
plan particularly difficult. We truly are in uncharted territory in
terms of economic policy.

Nevertheless, this designing and building an economic recovery
plan, Congress should bear in mind three particular considerations
which I think bear on the shape and the appropriate size of a re-
covery program and that follow from the very distinctive character-
istics of this last recovery and the recession that we are now in.
I detail some of these considerations in my written remarks. I don’t
have time to present them here.

I will simply mention that we have to focus on two things: One
is the urgency of congressional action. We have no time to waste.
The labor market is deteriorating very, very rapidly, and the con-
sumer, as I said before, has capitulated and is pulling back very,
very sharply.

If housing prices continue to fall like the way they are falling
and people continue to lose the jobs the way they are doing, then
all of the effort that Congress made to stabilize our credit markets
by committing this money will be lost, because even as the govern-
ment pours money into these financial organizations, the net worth
of the assets they control are draining out.

Secondly is to be aggressive. I think the stimulus program that
was undertaken earlier this year was more than welcome and very
timely. It was poorly targeted, in my view. But it is clearly not ade-
quate to match the kind of challenge that we have in front of us.

Finally, I need to say that it needs to be well-focused. This cur-
rent crisis is the result of fundamental economic imbalances in the
U.S. and global economy that have been allowed to develop over
the past 30 years, and we need to take action now that addresses
those. I think your suggestion that we get involved in aggressive
infrastructure spending is exactly the kind of focus that we need.

These are long-term needs that we need to rebuild the competi-
tiveness of our country, to have broadband in our cities, to have
bridges that aren’t falling into rivers and cities that aren’t drown-
ing, and to provide the basis for this country to be able to pull its
weight in the world and produce more of the value equivalent of
what it consumes.

I think I will stop there.
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Chairman MILLER. Thank you.
[The statement of Mr. Blackwell follows:]

Prepared Statement of Ron Blackwell, Chief Economist, AFL-CIO

Thank you, Chairman Miller, Ranking Member McKeon and members of the Com-
mittee. I welcome the opportunity to be here today to testify on behalf of the ten
million members of the AFL-CIO and share our views on the state of the economy
and the importance and the urgency of building an aggressive economic recovery
program.

I want to begin by mentioning that I serve on the board of Baltimore Branch of
the Richmond Federal Reserve Bank. I want to make it clear that I am speaking
today exclusively in the role of chief economist of the AFL-CIO and nothing I say
should be taken to reflect the views of the Bank or the Board of Governors.

As we meet today, we face the most complex and dangerous economic crisis since
the Great Depression. A bursting housing bubble last year has triggered a global
credit crisis and together they are now dragging the U.S. and other economies into
recession and slowing growth globally.

As a result, the American economy has been shedding jobs at an accelerating rate
since the beginning of the year. The economy lost 168,000 jobs in September alone,
bringing total private sector job loss to nearly 900,000 so far this year. The unem-
ployment rate has increased 1.2 percentage points since January and now stands
at 6.1 percent. Adding the millions of workers who want a job, but who are not now
looking, would bring the 'under-employment’ rate into double digits.

Nearly ten million workers are now unemployed and seeking work, over two mil-
lion of whom have been unemployed for over 27 weeks. Unemployment claims are
now running at over 500,000 a week, indicating a sharp recession 1s well underway.
A majority of private sector economists now consider the economy as either in, or
entering, a recession of uncertain depth and duration. And, with job loss projected
to continue for several quarters, private economists are forecasting a rise of the un-
employment rate to between seven and eight percent by the end of next year.

In my judgment, we are clearly in the early stages of a potentially very serious
recession that will likely be as deep as anything we have experienced in a genera-
tion, last longer than most recessions and is becoming increasingly global in scope.
Just how deep and protracted this recession will be depends on a timely, aggressive
and well-focused economic recovery package.

The current economic crisis is a conjunction of a housing crisis, a credit market
crisis and an employment crisis. Each of these crises is a serious enough in itself,
but their interaction is now making for a particularly complex and dangerous dy-
namic. Housing prices have already lost 20 percent of their value on average and
can be expected to fall another 10-15 percent even if they do not overshoot their fun-
damental values. Home foreclosures have spiked to between 9000-10,000 a day and
trillions of dollars have been drained from household net worth. Consumers are
pulling back sharply as their wealth declines, slowing the economy and forcing em-
ployers to shed jobs and cut wages and benefits. The continuing decline of housing
prices also aggravates the credit crisis as the value of mortgage-backed assets con-
tinues to undermine the balance sheets of under-capitalized financial firms.

Unfortunately, the complexity of the forces dragging us into recession makes for-
mulating and calibrating an economic recovery plan particularly difficult. We truly
are in uncharted territory. Nevertheless, in designing and building an economic re-
covery plan, Congress should bear in mind three considerations that bear on the
size and shape of a recovery package that flow from the distinctive features of the
most recent expansion and the forces behind the crisis.

First, Congress must act with appropriate urgency to address the acute pain and
anxiety that the current economic crisis is producing in the lives of millions of work-
ing families. The current crisis brings to an end the slowest recovery in terms of
job creation, wages and family incomes of any business expansion since the Second
World War. And it comes at the end of a generation-long stagnation of wages and
rising economic insecurity.

American workers are the most productive workers in the world and we are now
working longer hours than workers in any other developed country. Nevertheless,
wages and family incomes have stagnated, making it very difficult for workers to
sustain their living standards. Since 1980, productivity has grown 70 percent, but
wages have increased by only 5 percent. Real median family income has only in-
creased by 15 percent, but only because each worker is working longer hours and
more jobs and especially because each family is sending more family members into
the labor force. The only reason median family income has increased at all is be-
cause of increased female labor force participation.
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Productivity increased by 16 percent in the recovery from the 2001 recession, but
real wages and earnings increased only 2 percent. As a result, the recovery just
ended was the first business expansion on record that left real median family in-
come below its pre-recession level (-$2000) and even below its level in the 2001 re-
cession year (-§1000). Because of stagnating wages, working families have ex-
hausted their savings and have increasing turned to personal indebtedness to main-
tain their living standards.

Any economic recovery program should move with the same urgency in addressing
the acute pain and anxiety of working families as shown in addressing the global
credit crisis. At a minimum, this means the recovery program should contain meas-
ures to extend the unemployment benefits for the hundreds of thousands of workers
who are now exhausting their unemployment benefits. It should also greatly expand
the food stamp program for our lowest-paid workers. And it should aid state and
local governments who are otherwise forced to cut back their expenditures on health
care in order to balance their budgets.

Second, any economic fiscal package must be aggressive enough to make a dif-
ference against the powerful and still developing forces dragging the economy into
recession. The economic expansion from the 2001 recession—Ilike the previous recov-
ery from the early 1990s recession—was very different from all other post-World
War II recoveries. The earlier recoveries ended as a result of policy actions by the
Federal Reserve to stanch inflationary pressure by slowing economic growth by rais-
ing interest rates. The last two recoveries ended with the bursting of asset bub-
bles—equities in the late 1990s and housing prices since 2000.

The importance of this difference between the older business cycles and the newer
is in the usefulness of traditional monetary policy instruments in mitigating the
damage of recessions and aiding in the subsequent recoveries. In policy-induced re-
cessions, monetary authorities could expect a reversal of policy—lowering interest
rates—could be counted on to provided much of what was needed to spark a recov-
ery of interest sensitive industries and restart growth. In response to asset defla-
tion, a lowering of interest rates cannot be counted on alone to restart growth. In-
stead, counter-cyclical fiscal policy is necessary to arrest the decline and help power
a recovery. Moreover, the deflation of housing values in the current recession is
much more serious than the decline of equity values in the 2001 recession and,
therefore, the current recession is likely to be much more serious than that reces-
sion and will require much more aggressive fiscal policy to stabilize.

The recent aggressive lowering of interest rates by the Federal Reserve is cer-
tainly welcome, but they are not sufficient to restart robust and sustainable growth
under current circumstances. For this reason, the first $168 billion economic stim-
ulus package passed by Congress in the Spring was especially appropriate and time-
ly, but it was simply too small to counteract the combined depressing effects of a
bursting housing bubble and the global credit crisis it triggered.

Congress acted with great dispatch to enact the $700 billion package to address
the credit crisis and help maintain the stability of global capital markets. The same
energy and imagination is called for in shaping an economic recovery package if we
are to stabilize the rapidly deteriorating conditions in the real economy. This is not
the time for undue caution or misplaced concern for federal budget deficits.

Third, an economic recovery package should target the underlying fundamental
economic imbalances that have produced the current crises if we are to avoid repeat-
ing them in the future. Three imbalances are particularly worth noting:

The imbalanced between the U.S. and global economy. The unsustainable U.S. ex-
ternal account imbalance requires us to borrow five to six percent of our national
income to pay for the things we consume as a nation but no longer produce. Our
external imbalance with our Asian trading partners is maintained by our partners
buying large quantities of dollar-denominated assets—U.S. Treasuries, of course,
but also mortgage- backed securities—to maintain their competitive advantage.
These trade surpluses in this way have fueled what Fed Chairman Bernanke refers
to the “ global savings glut” which has powered the housing bubble that has now
burst and is the proximate cause of the current crises. Either we find a way to
produce more of the value equivalent of what we consume as a nation or, one way
or another, we will be forced to consume less.

Correcting this imbalance suggests that any economic recovery program focus the
needed fiscal spending on improving our nation’s competitiveness through public in-
vestment to create a world-class workforce and a world-class national transpor-
tation, information and communications infrastructure. A public investment-led re-
covery program would focus needed spending on longer term needs that we must
find a means to address if we are to support our living standards in an increasingly
competitive global economy, crowd in private investment and provide a more sus-
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tainakﬁe basis than that provided by asset inflation for our nation’s economic
growth.

The imbalance between finance and the real economy. In a well functioning econ-
omy, finance is supposed to be the servant of the real economy, not its master. But
a combination of financial deregulation and financial innovation has allowed the
bursting housing bubble to trigger a global financial crisis. Correcting this imbal-
ance is more a matter for the regulatory reform of our capital markets than the eco-
nomic recovery program. Nevertheless it is an essential component of a comprehen-
sive program to build a strong, sustainable and internationally competitive national
economy.

The imbalance of bargaining power between workers and their employers. This
imbalance is responsible for the stagnation of wages and the rupture of the crucial
relation between wages and productivity that has served as the foundation of the
American social contract. The stagnation of wages has motivated American workers
to work more, save less and borrow imprudently against appreciating assets to
maintain their living standards. Correcting this imbalance requires sufficient de-
mand from public and private investment to produce something close to full employ-
ment, a meaningful minimum wage and reforming our labor law to allow workers
to freely associate with their fellow workers and form a union to bargain collec-
tively. Again, this is beyond the concern of an economic recovery program, but is
essential to restoring an American economy that is strong, sustainable and inter-
nationally competitive, but also one whose prosperity is broadly shared.

And finally, although it is not the subject of today’s hearing, Congress must find
away to address the continuing decline in housing prices, the proximate cause of the
credit market crisis and the current recession. RealtyTrac reports a record 775,000
foreclosures in the third quarter, a 71 percent increase from the same period last
year. Whether a part of an economic recovery package, or parallel to it, the Con-
gress must address the housing crisis with an aggressive program to keep families
in their homes. The AFL-CIO has long supported a moratorium on foreclosures and
action to allow the terms of mortgages on primary residences to altered in the bank-
ruptcy process. Given the scale of the housing crisis, and the central role it plays
in resolving the credit crisis and mitigating the employment effects of the recession,
ﬁvendlmore aggressive steps should be considered to restructure mortgages more

roadly.

Other panelists will address more specific recommendations for the composition
of an economic recovery program, but I am prepared to offer the views of the AFL-
CIO on these suggestions in answer to the Committee’s questions.

Thank you again for the opportunity to be with you today and share the views
of the American labor movement.

Chairman MILLER. Mr. Bernstein.

STATEMENT OF JARED BERNSTEIN, LIVING STANDARDS
PROGRAM, ECONOMIC POLICY INSTITUTE

Mr. BERNSTEIN. Chairman Miller, Ranking Member McKeon and
members of the committee, I thank you for the chance to testify on
this urgent topic. As other panelists have covered the current con-
ditions, I will focus on two other points: First the impact of reces-
sions on incomes; and, second, policy options intended to address
the downturn and offset these negative effects.

Due to the factors Ron just talked about, including job loss, fewer
hours and slower wage growth driven by the weaker labor market,
incomes usually fall in recessions. Moreover, as recoveries following
the two previous downturns, the 1991 and the 2001 recessions were
both weak, both were labeled jobless recoveries, family incomes fell
in the early years of these recoveries as well.

These dynamics are plotted in figure 7 in my written testimony,
which shows the trend in real average income of low and median
income families in the first and third income quintiles. The peak
year is either 1989 or 2000, the slide is up there now, and the
years that follow include the recessionary period. Both of these re-
cessions lasted 8 months and the first few years of recovery.
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Note that lower income families tend to experience greater in-
come losses as these families response to labor market changes is
more highly elastic. This is one reason why the real incomes for
middle and low income families rose quickly in the latter ’90s when
very different job market conditions prevailed and the labor market
was uniquely tight.

As others have noted, one prominent forecast predicts the rising
unemployment through at least next year, reaching 8 percent by
the end of 2009. Comparing this to a baseline of 4.6 percent in the
next figure that prevailed in 2007, I expect that the increase in un-
employment will lead to losses in the average income of low income
families of 5 percent in real terms, about $900 in 2007 dollars. Pov-
erty may increase from 12.5 percent to 14.3 percent. I expect the
average income of the middle fifth to fall by about $2,500. As the
figure reveals, these losses continue for a few years into the recov-
ery.

Turning to the recovery agenda, I note that public officials both
at the Congress and Federal Reserve have historically acted to off-
set recessionary conditions. Both the Fed and the Treasury have
been aggressively intervening in financial and credit markets and
their efforts are beginning to show some thawing of the freeze in
these markets.

I view these as supply side interventions. That is, by opening up
frozen credit lines, these actions are intended to clear supply lines
of credit such as the borrowers and lenders will now lend at least
somewhat more freely to each other. But in the absence of stronger
demand, it is less likely these supply lines will be tapped. Thus,
a demand side stimulus is warranted.

What form should it take? I recommend a 1-year recovery pack-
age in the neighborhood of 1 to 2 percent of GDP, $150 billion to
$300 billion, targeted at infrastructure, State fiscal relief, unem-
ployment insurance and food stamps.

I do not stress direct payments to households, though these may
be helpful as well. But by emphasizing rebates, the last stimulus
package overlooked other important priorities, and these channels
are likely to provide a bigger bang for each stimulus buck.

A first priority should be to extend unemployment insurance ben-
efits. Hiring freezes and layoffs have led to higher unemployment
and at this point about a fifth of the jobless have been so for at
least 6 months. Congress previously enacted an emergency unem-
ployment compensation program, which provided up to 13 weeks of
gederally funded jobless benefits beyond the 26 weeks provide by

tates.

The National Employment Law Project estimates that beginning
in October, in early October, 800,000 jobless persons began to ex-
haust their benefits and will be left without employment compensa-
tion.

But Congress may want to go beyond the extension in two ways:
Raising the benefit levels of Ul compensation and extending eligi-
bility to unemployed persons who currently need but do not qualify
for benefits.

Like unemployment insurance, food stamp expansion would also
address a critical human need while generating a large multiplier
effect. State fiscal relief was also left out of the last stimulus pack-
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age, and while last time Congress invested about $20 billion in
State fiscal relief, it was helpful but it was enacted late in the
game as was thus less effective.

Finally, I urge this body to strongly consider including funding
for infrastructure projects in a second package. A common argu-
ment against such investments in the context of a recovery package
is that the water won’t get to the fire in time, that the implementa-
tion lag is so long it will be unable to inject growth quickly enough
to aid the ailing economy.

However, researchers at EPI have carefully documented current
infrastructure needs that could be quickly converted into produc-
tive job producing projects. My written testimony lists many exam-
ples. I am happy to discuss them later.

Thank you.

[The statement of Mr. Bernstein follows:]
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Testimony of Jared Bernstein
Senior Economist
Economic Policy Institute

Before the House Committee on Education and Labor
Hearing on:

“Building an Economic Recovery Package: Creating and Preserving
Jobs in America,”

October 24, 2008

Chairman Miller, Ranking Member McKeon, and members of the committee, I thank you for the
chance to testify today on this urgent topic. As this committee well knows, economic turmoil in
both financial markets and the so-called “real economy” are taking a toll on the living standards
of many American families, and T appreciate the opportunity to present an overview of the
challenges they face and the solutions T believe will help.

Though it has not been officially recognized, it is widely agreed upon that the U.S. economy is
currently in recession. There are questions as to how long and deep this downturn will be, but
recessionary conditions have prevailed, especially in the job market, throughout 2008. This
testimony will first present an overview of current conditions, emphasizing the impact on middle
and lower income families. Second, I will comment on some of the policy options Congress
should consider to address the downturn and offset, to some degree, these negative trends.

Current Conditions

Though the official call has yet to be made, the economy in general, and the labor market in
particular, is in recession. Figure 1 shows the monthly changes in payroll employment from
January 2007 through September of this year, for both total and private sector employment.

Both have significantly and consistently fallen, and this pattern of job loss has not occurred

outside of recessions.

At this point, most sectors are losing jobs, with the consistent exceptions of government—ofien a
counter-cyclical sector—and health care. The latter reflects continued large public and private
expenditures into the system, an aging population, and an inelastically demanded service (i.e.,
health needs cannot typically be put off until the cycle improves).
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Figure 1. Total and Private Payroll Employment, Jan. 07-Sep. 08
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Of course, jobs in residential construction are far off their peak, driven down by the bursting
housing bubble. EPI constructs a residential housing index which includes employment both
directly and indirectly linked to the sector (the index includes jobs in construction, real estate,
and credit intermediaries related to home financing). Figure 2 shows losses in the housing
index, retail sales, and manufacturing, with autos shown separately. The fall-off in consumer
spending is reflected in declining retail jobs, while the sharp fall-off in car buying shows up in
that sector’s employment losses. Note that these declines in manufacturing have occurred
despite improvement in our trade balance. While we have exported more goods and imported
fewer in recent quarters, manufacturing employment has not reflected these gains. Some
evidence suggests that this is related to the content of our trade flows, which have been more
concentrated in commodities such as grain than in durable goods.
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Figure 2. Employment Declines Across Sectors
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Another recessionary indicator is the increase in job seekers relative to job openings. The lack of
job creation, as shown in Figure 1, has led to a sharp increase in this metric, a clear indicator of
increased slack in the labor market. Figure 3 shows that in January 2007 there were 1.6 job
seekers for every job opening in the economy; in the most recent data available, that ratio had
risen to 2.9 job seekers per opening.
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Figure 3. Job Seekers Per Opening, Jan. 07 - Aug. 08
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This mismatch between labor supply and demand leads, of course, to higher unemployment.

Figure 4 plots the unemployment and underemployment rates since January 2007, showing the
cyclical rise in both measures.

The fact that underemployment has risen more quickly than unemployment is important because
it shows that employers have adjusted to diminished demand not just by laying off workers, but
also by cutting workers’ hours. The difference is largely driven by the increase in the number of
part-time workers who would prefer full-time work but can’t find it. Since January 2007, the
number of these involuntary part-timers is up by 1.8 million, to 6.1 million, and they now
represent 4.2% of employment, the highest share on record since 1994.*

! Though this series existed before 1994, the BLS significantly changed the way part-time workers are indentified in
the Houschold Survey that year, so the scrics is only consistent since Jamuary 1994,

4
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Figure 4. Unemployment and Underemployment, Jan. 07 - Sep. 08
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The fact that many workers are able to find fewer hours than they’d like has led to diminished
weekly earnings. Figure S shows yearly changes in inflation-adjusted hourly and weekly
earnings since January 2007 for the 80% of the workforce in production or non-managerial
occupations. This measure has been flat or falling since October of last year, with real weekly
earnings down about 2.5% for the past three months.

In other words, the buying power of most workers is declining as inflation outpaces their weekly
paychecks. Three factors are contributing to this erosion. First, the slack job market is leading
to slower nominal (i.e., before accounting for inflation) wage growth. Nominal hourly earnings
rose 3.5% percent in the third quarter of this year, compared to 4.2% in the first quarter of last
year. Second, fewer weekly hours, as noted above, explains why the weekly bars in the figure
show larger losses than the hourly bars. Finally, faster inflation has been a major factor in
eroding the buying power of working families’ earnings.
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Figure 5. Yearly Changes in Average Weekly and Hourly
Earnings, Jan. 07 - Sep. 08
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Figure 6 provides some recent historical context for the current conditions discussed thus far.
The figure shows the trend in the real median income of working-age households—those headed
by someone less than 65— 1989-2007. Their median income, after adjusting for inflation, fell
$2,000 between 2000 and 2007, from about $58,500 to $56,500 (2007 dollars).

The trend was very different in the 1990s. After declining in the recession (and the jobless
recovery that followed), the median income of working-age households reversed course and rose
consistently through 2000. Over the 1990s (1989-2000), it was up almost 10%, or about $5,200.
Had this growth rate prevailed in the 2000s, the median income of working age households
would have gone up $3,600 instead of falling $2,000.
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Figure 6. Real Median Income, Working-Age Households,
1989-2007
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One key factor behind this result, which is an important source of worker insecurity, is the
historically weak job growth over the 2000s business cycle, the weakest on record going back to
the 1940s. When employment growth is weak, the abundant supply of labor in the job market
means that there is less need for employers to bid wage offers up in order to get and keep the
workers they need. This lack of worker bargaining power shows up as weak wage and income
growth for working families, even amidst strong productivity growth and relatively low
unemployment.

What to Expect

Due to the factors discussed above regarding job loss, fewer hours, and the slower wage growth
driven by the weaker job market, incomes usually fall in recessions. Moreover, as the recoveries
following these downturns were both weak (both were labeled “jobless recoveries™), family
income fell in the early years of these recoveries as well.

These dynamics are plotted in Figure 7, which shows the trend in the real average income of
low- and middle-income families (the first and third income quintiles). The peak year is either
1989 or 2000, and the years that follow include the recessionary period (both of these recessions
lasted eight months) and the first few years of recovery. Note the lower income families tend to
experience greater losses, as these families’ response to labor market changes is more highly
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“elastic.” This is one reason, as can be seen for middle-income households in Figure 6, that real
incomes rose quickly in the latter 1990s, when the job market was uniquely tight.

Figure 7. Change in Average Real Family Income Following
Peak Years, by Selected Income Quintiles
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Using elasticities from economist Tim Bartik that map changes in unemployment to changes in
real incomes by fitth (and poverty rates), we are able to predict the impact of the current
downturn on incomes over the next few years. One forecast, by Goldman Sachs (GS), expects
the unemployment rate, 6.1% in September, to be 8% by the end of next year (and 7.6% on
average for 2009).

Figures 8 and 9 forecast the impact of the downturn through 2009 on incomes and poverty rates.
Based on the GS estimates of rising unemployment through at least next year, we expect the
average income of low-income families to fall by 5% in real terms, about $900 in 2007 dollars.
Poverty may increase from 12.5% to 14.3%. We expect the average income of the middle fifth
to fall about 4%, or $2,500. These losses are commensurate with those shown in the prior two
recessions/weak recoveries, as shown in Figure 7. As that figure reveals, however, these losses
continued for a few years into the recovery. Assuming that a recession began sometime in early
2008 and lasted through most of 2009, if past patterns persist regarding these income and poverty
measures, losses could continue for another few years.
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Figure 8. Average Income of Bottom and Middle Fifths,
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Figure 9. Poverty Rate, 2000-2009 (Projected)
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A Recovery Agenda

The economy is expected to remain in recessionary territory in the coming months. The same
GS forecast noted above expects real GDP to be flat or negative from 2008¢3-2009¢2, followed
by below-trend growth for the rest of 2009. Consumption spending, which comprises 70% of the
economy, is widely expected to follow a similar pattern. Along with the job market constraints
noted above, and their impact on wages and incomes, households are over-leveraged, and saving
rates have been rising in recent months. While we would normally applaud higher savings rates
by over-leveraged households, in the midst of a recession they serve to deepen the downturn.

Public officials, both in Congress and at the Federal Reserve, have historically acted to offset
recessionary conditions. Both the Federal Reserve and the Treasury have been aggressively
intervening in financial and credit markets, and their efforts are starting to show some thawing of
the freeze in those markets. I view these as supply-side interventions. That is, by opening up
frozen credit lines, these actions have cleared the supply lines of credit such that borrowers and
lenders will now lend at least somewhat more freely to each other. But in the absence of
stronger demand, it is less likely these supply lines will be tapped.

Thus, demand-side stimulus is warranted. But what form should such stimulus take, and what
should be its magnitude? Trecommend a one-year recovery package in the neighborhood of 1-
2% of GDP, about $150-300 billion, targeted at infrastructure, state fiscal relief, unemployment
insurance, and food stamps. This is similar in size and composition to other recommendations,
such as Irons and Pollack (2008), or Baily (2008). For reasons I am about to discuss, 1 do not
stress direct payments to households, but these may be helpful as well.

The first round of economic stimulus, passed last February, focused largely on such direct
payments, called rebates. Over $100 billion in payments were sent to households over the
summer, and some share of these payments, perhaps around half, found their way into the
economy (the rest was saved, used to pay off debt, or leaked on import spending). Retail sales
and personal income reports, for example, showed fairly clear evidence of the impact. Both of
these measures factor directly into gross domestic product, and analysts generally agree that the
stimulus package was an important contributor to the 2.8% growth in GDP in the second quarter
of this year (real consumption spending contributed just under 1 percentage point to that growth).

But in almost solely emphasizing “rebates,” the last stimulus package overlooked other
important priorities, and these other channels are likely to provide a bigger bang for each
stimulus buck.

A first priority should be to further extend unemployment insurance benefits. As discussed
above, net job losses have led to higher unemployment, and at this point about a fifth of the
jobless have been so for at least six months. Congress previously enacted the Emergency
Unemployment Compensation (EUC) program, which provided up to 13 weeks of federally
funded extended jobless benefits beyond the 26 weeks of unemployment insurance provided by
the states. The National Employment Law Project (NELP) estimates that beginning in early
October, 800,000 jobless persons will exhaust these benefits and be left without any
unemployment compensation.

10
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Expanding the EUC for more weeks should thus be part of any stimulus package. Another 13
week extension is warranted, with further weeks triggered in states with particularly weak job
markets.

But Congress may want to go beyond the extensions in two ways: raising the benefit levels of UL
compensation and extending eligibility to unemployed persons who currently need but do not
qualify for benefits. Given the income deficits facing the unemployed, not to mention the strong
macro-multiplier associated with these benefits, increasing the share of lost salary replaced by Ul
is warranted. Replacement rates—the share of lost salary replaced—are typically well below
50%. As part of a stimulus package, a temporary, federally funded initiative to take replacement
rates up to 50-70% would be highly stimulative and provide the unemployed with a much needed
boost.

Ways to expand eligibility, such as alternative base periods, are in the language of the U
Modernization Act, well known to this committee. It is my understanding that some of these
eligibility expansions could be implemented under the rubric of stimulus.

Regarding multipliers, research by Moody’s economy.com finds that since unemployed persons
typically spend their checks to meet basic needs, the program yields a particularly large “bang
for the buck:” a dollar spent on the UT extension yields $1.64 in terms of GDP growth.

Unfortunately, parts of the initial stimulus package were not spent so wisely. Accelerated
depreciation of business expenses, for example, generates only $0.27 extra GDP per dollar spent,
the smallest multiplier in the cited study (see previous footnote).

In contrast, a food stamp expansion would resemble UI extension in that it would likely generate
a large multiplier ($1.73, according the Moody’s economy.com), thus both providing an effective
macroeconomic stimulus and addressing a critical human need. The Food Research and Action
Council reports that while food prices are up 7.6% over the past year, significantly more than
overall prices (4.9%), food costs facing low-income households have risen even more quickly,
by 10.3% (this is the increase in the USDA’s Thrifty Food Plan, a market basket reflecting the
food consumption of low-income households). Consider these increases in the context of the
projected income losses for the bottom fifth, as shown in Figure 8.

A temporary increase in the benefit level of food stamps would help to offset this combination of
spiking prices and lagging incomes.

State fiscal relief was also left out of the last stimulus package, yet the need to correct this
omission is large and growing. According to the Center on Budget and Policy Priorities, “at least
29 states faced or are facing a combined $48 billion in...budget shortfalls.” These states
typically must balance their budgets. Thus, in the absence of help from the federal government,
they will be forced to draw down rainy-day reserves or take actions that would exacerbate the
negative macroeconomic cycle (tax hikes or service cuts). The CBPP reports that states are

fSee Moody’s economy.com, Assessing the Macro Impact of Fiscal Stimulus, 2008.
? http://www.cbpp.org/1-15-08sfp.htm
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actively tapping their reserves, but that these funds “generally are not sufficient to avert the need
for substantial budget cuts or tax increases.”

Thus, a second stimulus package should contain considerable aid to states. The two mechanisms
through which such grants are typically made are a temporary increase in the federal
government’s contribution to the state’s Medicaid program or general grants to the states.
Following the last downturn, each of these programs received $10 billion. CBPP analysts note
that these grants had their intended effects of preventing state actions that would deepen the
negative cycle. But they also point out that “The major problem with that assistance was that it
was enacted many months after the beginning of the recession, so it was less effective than it
could have been...”

This time the states’ budget needs are considerably larger, and various analysts of such
conditions have suggested that $50 billion, split between Medicaid and block grants, could be
usefully absorbed by states to offset the effects noted above.

Irons and Pollack (IP, 2008) also point out that the credit crunch has significantly raised the cost
of borrowing for states, who, despite their sterling borrowing record, are facing much higher
interest rates on bond issues. They note that “the Metropolitan Washington Airports Authority
recently postponed plans for a $2.2 billion bond sale to expand the terminals at Dulles and
Reagan National Airports. ... Foregone infrastructure projects [like these] —which so far have
been estimated to total $100 billion—will result in more unemployment, less demand for goods
and services, and less overall economic activity.”*

This example brings us to the final crucial area that the last stimulus package did not address,
which is infrastructure investment. [ urge this body to strongly consider including funding for
infrastructure projects in a second package.

Three facts motivate this contention. First, as noted, American households are highly leveraged,
and may well be poised for a period of enhanced savings and diminished consumption. In this
context, public investment should be viewed as an important source of macro-economic stimulus
and labor demand—the creation of new, often high-quality jobs—which is clearly lacking from
our current labor market.

Second, there are deep needs for productivity-enhancing investments in public goods that will
not be not made by any private entities, which, by definition, cannot capture the returns on public
investments in roads, bridges, waste systems, water systems, schools, libraries, parks, etc. Third,
climate change heightens the urgency of the need to make these investments with an eye towards
the reduction of greenhouse gases and the conservation of energy resources.

For example, Irons and Pollock also note that according to the American Society of Civil
Engineers, over two-thirds of roads are in poor or mediocre condition,” resulting in $54 billion

" http:/Awww.washingtonpost.com/wp-~dyn/content/article/2008/10/03/ AR2008 100303486 html?hpid=topnews
“Key Facts About America’s Road and Bridge Conditions and Federal Funding.” TRIP, 2005
http://www.tripnct.org/nationalfactsheet. htm
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per year wasted on repairs and operating costs.® More than a quarter of all bridges are rated
structurally deficient or obsolete, leading to closings, and in some cases to collapse.” Half of all
waterway locks are functionally obsolete, resulting in waterway shutdowns and substantial
business losses.®

In this regard, infrastructure funding serves both to enhance productivity through investment in
pubic capital and to create good jobs for workers that might otherwise be unemployed or
underemployed. One common argument against such investment in the context of a stimulus
package is that the water won'’t get to the fire in time; i.e., the implementation time lag is so long
that we will be unable to inject growth quickly enough to help the ailing economy. However,
research by EPI economists has carefully documented current infrastructure needs that could
quickly be converted into productive, job-producing projects.

Take, for example, the August 2007 bridge collapse in Minneapolis. The concrete for the
replacement bridge began flowing last winter, and the bridge was recently completed, well ahead
of schedule. The American Association of State Highway and Transportation Officials claims
that, according to their surveys, “state transportation departments could award and begin more
than 3,000 highway projects totaling approximately $18 billion within 30-90 days from
enactment of federal economic stimulus legislation.”

The following are other relevant examples identified by EPI researchers:

e There are 772 communities in 33 states with a total of 9,471 identified combined sewer
overflow problems, releasing approximately 850 billion gallons of raw or partially treated
sewage annually. In addition, the Environmental Protection Agency (EPA) estimates that
between 23,000 and 75,000 sanitary sewer overflows occur each year in the United
States, releasing between three and 10 billion gallons of sewage per year.

* According to a survey by the National Association of Clean Water Agencies,
communities throughout the nation have more than $4 billion of wastewater treatment
projects that are ready to go to construction if funding is made available. Funds can be
distributed immediately through the Safe Drinking Water and Clean Water State
Revolving Funds and designated for repair and construction projects that can begin
within 90 days.

* The National Center for Education Statistics (NCES) put the average age of the main
instructional public school building at 40 years. Estimates by EPI find that the United
States should be spending approximately $17 billion per year on public school facility
maintenance and repair to catch up with and maintain its K-12 public education
infrastructure repairs.

““Report Card for America’s Infrastructure: Roads.” -imerican Society of Civil Engineers,
http://www.asce.org/reportcard/2005/page. cfm?id=30

*“Key Facls About America’s Road and Bridge Conditions and Federal Funding.” 7RIP, 2005
hup://www. tripnet.org/mationalfacisheet. hum

# “Report Card for America’s Infrastructure.” .\merican Sociery of Civil Engineers, 2005
http://www.asce.org/files/pdf/reportcard/2005_Report_Card-Full_Report.pdf

° hitp://Avww.transportation. org/mews/96 aspx
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e According to a 1999 survey, 76% of all schools reported that they had deferred
maintenance of their buildings and needed additional funding to bring them up to
standard. The total deferred maintenance exceeded $100 billion, an estimate in line with
earlier findings by the Government Accounting Office (GAO). In New York City alone,
officials have identified $1.7 billion of deferred maintenance projects on 800 city school
buildings.

e The U.S. Department of Transportation has identified more than 6,000 high-priority,
structurally deficient bridges in the National Highway System that need to be replaced, at
a total cost of about $30 billion. A relatively small acceleration of existing plans to
address this need—appropriating $5 billion to replace the worst of these dangerous
bridges—could employ 70,000 construction workers, stimulate demand for steel and
other materials, and boost local economies across the nation.

* The House Committee on Transportation and Infrastructure has identified more than $70
billion in construction projects that could begin soon after being funded. An effective
short-term stimulus plan could include resources directed at projects for roads, rails,
ports, and aviation; only projects that can begin within three months would be
considered.

Finally, while T have discussed these infrastructure needs in the context of recession and
stimulus, it is important to recognize two important points. First, these are all necessary and
productivity-enhancing investments that should be made regardless of the state of business cycle.
And second, recent history suggests that it is a mistake to think that labor market slack will no
longer be a problem when the recession officially ends.

This last point deserves a bit of elaboration. Much of the current recession/stimulus debate has
stressed that recent recessions—the ones in 1990-91 and 2001—were both mild and short-lived,
and perhaps the next recession will follow the same pattern. Tt is critical to recognize that these
claims are based solely on real output growth, and not on job market conditions. The allegedly
mild 2001 recession, wherein real GDP barely contracted, was followed by the longest “jobless
recovery” on record. Though real GDP grew, payrolls shed another net 1.1 million jobs. The
unemployment rate rose for another 19 months and for almost two years for African-Americans.
The pattern was similar, though not quite as deep, after the early 1990s recession.

Part of the explanation for this disjuncture has to do with the way recessions are officially dated
by the committee at the National Bureau of Economic Research, as they have apparently given
less weight to the job market and greater weight to output growth. But policy makers are likely
to give greater consideration to working families whose employment and income opportunities
are significantly weakened as unemployment rises and job growth contracts. Thus, from a
stimulus perspective, these investments will be still be relevant and needed well after the
recession is officially ended.

Conclusion
The first part of this testimony lays out the dimensions of the current recession in some detail,

while the second section outlines what to expect in coming years, including forecasts of likely
losses to income, driven by higher expected unemployment. The third section discusses a
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recovery package, including expansions to the unemployment insurance and food stamp
programs, state fiscal relief, and infrastructure investment, with an emphasis on projects that can
be up and running within months, quickly generating much needed new jobs. This package
could involve expenditures, roughly speaking, of between $150-300 billion, with $50 billion for
states, $50 billion for infrastructure, and $50 billion for Ul and food stamps (Ul would absorb
most of this, perhaps $30-40 billion, depending on whether Congress pursued benefit and
eligibility expansions). A recovery package of this magnitude is strongly recommended to meet
the current economic hardships that many American families are undergoing, as well as those
that lie ahead, as the downturn persists in coming months.
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Chairman MILLER. Mr. Hansen.

STATEMENT OF CHRIS HANSEN, PRESIDENT, AMERICAN
ELECTRONICS ASSOCIATION

Mr. HANSEN. Chairman Miller, members of the committee, good
morning. Thank you for providing this opportunity to testify before
your committee today.

The subject of this hearing is extremely important to those of us
in the high technology industry, which currently employs nearly 6
million people in the United States. The average wage of those U.S.
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workers is 87 percent higher than the average U.S. private sector
wage. In other words, high-tech in the U.S. is providing the kind
of good, high-paying jobs that America wants to keep.

I have three recommendations that I would like to make about
the stimulus program that we would ask that Congress consider.

The first, Chairman Miller, is actually the same thing that you
mentioned in your statement about broadband deployment and in-
frastructure. Advanced networks will allow increased opportunities
for the creation of even more highly skilled jobs, to invent new
products and improve existing ones in the vital areas of energy,
health care, education, public safety and services. These are the
jobs of the future.

AEA research shows that the United States now trails 15 other
major countries in terms of broadband connectivity. Internet speed
is the determining factor in promoting technology-based economic
growth. The median download speed in Japan is 30 times faster
than it is here, while Japanese pay about the same as we do for
their significantly faster Internet connection. Telemedicine,
telework, rural development and job creation are all predicated on
having large numbers of people in disparate regions having access
to fast, secure Internet service. We don’t want to lose any more jobs
or economic growth opportunities to overseas economies that have
faster, more developed networks.

My second recommendation will be very familiar with you, Mr.
Chairman, since it was included in the Democratic Innovation
Agenda and it was also highlighted in President Bush’s American
Competitiveness Initiative, and that is that America must continue
to invest in government-funded research in the physical sciences.

The goal of the America Competes Act was to honor the commit-
ment of both political parties to double funding for the National
Science Foundation, the Department of Energy’s Office of Science
and the National Institute of Standards and Technology. I would
notﬁe that both presidential candidates support such an increase as
well.

Unfortunately, the funding level for these organizations has re-
mained relatively flat for the last 2 years. The economy and the
American people need the kinds of breakthroughs that these agen-
cies provide in environmental technologies, alternative energy
sources and communications technologies that will enable wider
use of medical health records, E-prescriptions and remote diag-
nostic procedures. This recommendation, Mr. Chairman, is not just
about future “dot” jobs. R&D funding is about the job pipeline now
and into the future. We can’t afford to see these high-end research
jobs disappear.

My third recommendation for crafting a new economic recovery
package is to quickly increase liquidity and stabilize the U.S. econ-
omy by temporarily reducing the effective corporate tax rate for for-
eign earnings repatriated back to the United States.

The United States corporate tax system discourages companies
from reinvesting their foreign earnings back into the U.S. And en-
acting such a provision would encourage companies to bring back
overseas capital at a time when our companies are facing a difficult
credit crunch. This would infuse the U.S. economy with funds need-
ed to create new jobs and spur new investments.
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As The Wall Street Journal pointed out on July 1st of this year,
the capital infusion that resulted from the 2004 repatriation may
be the reason why U.S. investment rose 9.6 percent in 2005. When
this policy was enacted in 2004, at least $360 billion was brought
back into the United States, generating billions of dollars in Fed-
eral tax revenues. This far exceeded the government’s expectations.
Instead of receiving 35 percent of nothing, since companies are now
incentivized to keep their cash abroad, the U.S. Treasury received
5.25 percent of billions of dollars brought back into the United
States. This benefited our companies, our economy and the U.S.
Tr&aasury, and it is precisely the type of provision that we need
today.

Mr. Chairman, I congratulate you on conducting this hearing. It
is very important to the future of American jobs and our economy,
and I am grateful to have the opportunity to testify before you
today. I will look forward to answering questions as appropriate.

Chairman MILLER. Thank you very much.

[The statement of Mr. Hansen follows:]

Prepared Statement of Chris Hansen, President, American Electronics
Association

Chairman Miller, Ranking Member McKeon, Members of the Committee, good
morning. My name is Chris Hansen, and I am the President and CEO of AeA, which
the nation’s largest high-tech trade association. I know you are both very familiar
with AeA, and I would like to thank you for this opportunity to testify before your
Committee to provide our perspective on your efforts to lay the groundwork for a
comprehensive economic recovery and job creation program. This subject is impor-
tant to us in the high-tech industry, which currently employs nearly six million peo-
ple in the United States. And the average wage for those US workers is 87% higher
than the average private sector wage. In other words, high tech in the US is pro-
viding the kind of good, high-paying jobs that America wants to keep.

I have three recommendations for any stimulus program that Congress might con-
sider. First, under the category of infrastructure, we need even greater deployment
of high-speed broadband networks in the United States. Advanced networks will
allow increased opportunities for the creation of even more highly skilled technology
jobs to invent new products and improve existing ones in the vital areas of energy,
health care, education, public safety and services. These are the jobs of the future.

AeA research shows that the United States now trails 15 other major countries
in terms of broadband connectivity. Internet speed is the determinative factor in
promoting technology-based economic growth. The median download speed in Japan
is 30 times faster then it is here, while Japanese pay about the same as we do for
their significantly faster Internet connection. Telemedicine, telework, rural develop-
ment and job creation are all predicated on having large numbers of people in dis-
parate regions having access to fast, secure Internet service. We do not want to lose
any more jobs or economic growth possibilities to overseas economies that have fast-
er, more developed networks. And the government has a critical role to play. Just
one example: it was government research 40 years ago that ultimately led to the
development of the Internet. That development created a major industry in this
country and created incredible benefit to Americans and populations worldwide.

My second recommendation will be very familiar to you, Mr. Chairman, since it
was included in the Democratic Innovation Agenda and was also highlighted in
President Bush’s American Competitiveness Initiative. America must continue to in-
vest in government-funded research in the physical sciences. The goal of the Amer-
ica Competes Act was to honor the commitment of both political parties to double
funding for the National Science Foundation, the Department of Energy’s Office of
Science, and the National Institute of Standards and Technology. I would note that
both presidential candidates support a funding increase. For many reasons, the
funding level for these organizations has remained relatively flat for the last two
years. The current Continuing Resolution calls for no increase in funding. America
needs the vital research that these government agencies promote. The economy and
the American people need the kinds of breakthroughs that these agencies provide
in environmental technologies, alternative energy sources, and communications
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technologies that will enable wider use of medical health records, e-prescriptions,
and remote diagnostic procedures.

This recommendation, Mr. Chairman, is not just about future jobs. R&D funding
is about the job pipeline now and into the future. Our best and brightest need to
know that cutting-edge jobs are waiting for them and that they're available now.
We cannot afford to see these high-end research jobs disappear. We need our best
people working now to create the technologies and innovations for the future.

My third recommendation for crafting a new economic recovery package is to
quickly increase liquidity and stabilize the US economy by temporarily reducing the
effective corporate tax rate for foreign earnings repatriated back to the United
States. The United States’ corporate tax system discourages companies from rein-
vesting their foreign earnings in the United States, and enacting such a provision
would encourage companies to bring back overseas capital at a time when compa-
nies are facing a difficult credit crunch. This would infuse the US economy with the
funds needed to create new jobs and spur new investments. As the Wall Street Jour-
nal has pointed out (7/1/2008), the capital infusion that resulted from the 2004 repa-
triation provision may be the reason why US investment rose 9.6% in 2005.

When such a policy was enacted in 2004, at least $360 billion was brought back
into the United States, generating billions of dollars in federal tax revenues. This
far exceeded the government’s expectations. Instead of receiving 35% of nothing,
since companies are now incentivized to keep their cash abroad, the US Treasury
received 5.25% of the billions of dollars brought back to the United States. This ben-
efited our companies, our economy, and the US Treasury, and it is precisely the type
of provision we need today.

Mr. Chairman, congratulations on conducting a hearing of this kind. It’s very im-
portant to the future of American jobs and the economy. I'm grateful for the oppor-
tunity to testify today, and I look forward to any questions you might have.

Chairman MILLER. Dr. Pollin.

STATEMENT OF ROBERT POLLIN, PROFESSOR OF ECONOMICS
AND CO-DIRECTOR, POLITICAL ECONOMY RESEARCH INSTI-
TUTE, UNIVERSITY OF MASSACHUSETTS-AMHERST

Mr. PoLLIN. Thank you, Chairman Miller and Ranking Member
McKeon.

As the other panelists have already emphasized, it is imperative
to take action now to combat what is quickly metastasizing into a
general economic crisis off of the financial crisis; that is, a general
crisis with respect to jobs, private business investments, budgets of
State and local governments.

The Federal Government has already, of course, committed un-
precedented resources to stabilizing the financial sector, but we
haven’t done enough to advance an effective stimulus to address
problems in the real economy. This must be done now and it must
be done in the most efficient possible way.

What do I mean by most efficient possible way? Three criteria:

Number one, we must get the maximum amount of employment
gain for a given amount of spending, the biggest bang for the buck.

Second, the targets must be such that the short-term injections
also create long-term gains for the economy.

Third, we have to continue the fight against global warming.

I was here testifying a month ago on a hearing before the Com-
mittee on the Environment and Climate Change, and one of the
speakers said, well, we have to put aside these issues about the en-
vironment.

Quite the contrary. I argue that addressing issues about the en-
vironment is a very effective way for also addressing the jobs crisis.
In fact, part of my testimony draws on a study that I published last
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month called Green Recovery that was put out by the Center For
American Progress.

Okay, the focus of the investments that I emphasize in my testi-
mony are three: Educational services; public infrastructure, includ-
ing transportation infrastructure, water management and institu-
tional structures such as educational buildings; and, three, green
investments. That combination of expenditures, as I show in my
testimony, is by far, the most efficient way of creating jobs.

If we look at table 1 in my testimony, just to go quickly through
some numbers, educational services for %1 million of expenditures
creates 23.1 jobs; public infrastructure, 17.2 jobs; green invest-
ments, 16.7 jobs. Now, the next highest in the categories is the
kind of tax cuts that you enacted in April, 14 jobs. By contrast, oil
and gas industry expenditures is going to create about 4 jobs.

Now, where why do we get these very, very large disparities in
job creation? There are two factors. Number one is relative labor
intensity. When you spend a given amount of money, how many
jobs are created, as opposed to buying supplies or buying imports?

Secondly is domestic content. The domestic content of invest-
ments in infrastructure, in education, in the green economy, are all
retained within the United States. By contrast, as we know, on av-
erage, any dollar spent in the U.S. economy, 17 cents goes out into
imports. So we need to focus on things that are going to be retained
within the U.S. economy.

Now, if we do a $150 billion program that is roughly the same
size as the stimulus of last April, what we would see, as I show
in my testimony, is that you will get nearly 3 million jobs created
through a combination of educational services, public infrastructure
and green investments. That is roughly double the amount of jobs
for the same amount of dollars for expenditures to tax cuts for
household consumption, military spending and oil and gas indus-
try.

Now, can these investments be done quickly enough? Jared spoke
to that, and my own testimony also addresses that. Of course, some
things are more long-term, but there are other things that can be
done very, very quickly, including reversing the cuts in educational
services, including building retrofits, such as this building. There
are long-term benefits through public infrastructure and green in-
vestments. I discuss that in some detail in my testimony.

But one of the things that we show is that the average expendi-
ture for public investment fell in the last 30 years to 2.4 percent
growth versus 3.8 percent growth from 1950 to 1980. Bringing it
back to even 3.4 percent would generate about $40 billion of GDP
per year.

Finally, how do we pay for all this? Of course, the first way we
pay is through the fiscal deficit. The deficit is large. It is not un-
precedented. The deficits under Reagan were still bigger.

I would also finally add that given the financial crisis now, the
interest rates on Treasuries is extremely low because the risk-pre-
mium on everything else is so high. Treasuries are the most desir-
able financial asset in the markets. Therefore, the interest that we
would pay, the U.S. Government would pay, is extremely low now.
For example, T-bills are at 0.05 percent. Even 3-year Treasury
bonds, 1.9 percent. So we can borrow now for a much lower rate
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than we would have even 1 year ago. That makes pursuing a fiscal
deficit much more affordable than it would be otherwise.

Thank you.

Chairman MILLER. Thank you.

[The statement of Mr. Pollin follows:]

Testimony before House Committee on Education and Labor

Hearing on “Building an Economic Recovery Package:
Creating and Preserving Jobs in America”
October 24, 2008

Testimony of
Dr. Robert Pollin
Professor of Economics and
Co-Director, Political Economy Research Institute (PERI)
University of Massachusetts-Amherst

Dear Chairman Miller, Ranking Member McKeon, and Members of the Committee:

Tam pleased to have the opportunity to testify today before the Committee on
Education and Labor on the issue of “Building an Economic Recovery Package: Creating
and Preserving Jobs in America.” My testimony today will build in part upon some of
the main themes of the study Green Recovery: A Program to Create Good Jobs and Start
Building a Low-Carbon Fconomy, that T authored along with three colleagues at the
Political Economy Research Institute of the University of Massachusetts-Amherst,
Protessor James Heintz, Heidi Garrett-Peltier, and Helen Scharber (these are the people
to whom 1 will be referring when I make references to “we” in this testimony). That
study was commissioned by the Center for American Progress, and released last month.
will also offer observations on related issues that are not covered in “Green Recovery,” in
particular, the opportunities for job creation and productivity growth through investments
in public infrastructure and education.

I 'am a Professor in the Department of Economics and Co-Director of the Political
Economy Research Institute (PERI) at the University of Massachusetts, Amherst. PERI
is an independent unit of the University of Massachusetts, Amherst with close ties to the
Department of Economics. Our purpose is to promote human and ecological well-being
through our original research.

The Need for an Economic Stimulus/Jobs Program Now

The United States economy, as well as the global economy, are currently
suffering through the most severe financial crisis since the 1930s Depression. As such,
normal channels of supplying credit to finance both private and public investments are
being impeded.

Tn addition, the budgets of state and local governments throughout the country are
being strained by a falloff in tax revenues. Unlike the federal government, state and local
governments are not able to finance their current expenditures through borrowing. This
means that, in the face of declining tax revenues, they are forced to cut vital expenditures
on education, health, public safety and public infrastructure.
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Over the past year, these forces have inevitably exerted a heavy drag on the U.S.
labor market. As of September 2008, there were officially 9.5 million people
unemployed in the U.S. producing an unemployment rate of 6.1 percent. This compares
with an unemployment rate of 4.7 percent one year ago. The situation is worse still when
taking into account a labor market where people are working fewer hours than they wish,
taking pay cuts, or becoming discouraged from looking for work. Ttis also likely that the
overall employment situation will worsen in the coming months, unless the federal
government takes strong action to counteract the momentum toward rising
unemployment and recession.

Amid the current financial and economic crisis, there has been a perhaps
inevitable tendency to put aside the fact that we are, concurrently, facing an equally
severe long-term crisis of global warming. Over the past weeks, I have heard
commentators remark that, in the face of the financial crisis and recession, policy
measures to combat global warming will need to be postponed. Against this, climate
scientists have made clear that we do not have the luxury to delay action on global
warming. Rather, we in the U.S. need to take serious steps now to reduce our
consumption of fossil fuels, as this is the single greatest source of carbon emissions in the
atmosphere, which is, in turn, the most important cause of global warming.

In fact, there is no reason at all to delay taking action now to fight global
warming. As my co-authors and I show in (Green Recovery, a green investment agenda—
focused primarily on measures to dramatically improve energy efficiency but on
advancing renewable energy commercialization as well—can itself serve as a powerful
engine of job creation in the short run.

Thus, a green investment agenda should be combined right now with additional
forms of public investment spending to generate a large-scale program of job creation in
the United States. Over the longer term, these investments will also lay the foundation
for enhancing overall productivity, which will, in turn, further encourage private
investment and job creation as we move out of the current crisis conditions.

Job Creation Potential through Alternative Investment Strategies

Spending more money on anrything within the U.S. economy—either by the
private or public sector—will increase employment, as people will be newly hired into
various activities to meet the expanded level of overall demand in the economy. To
design an effective employment stimulus program, we need to consider, among various
sectors of the U.S. economy, Aow many jobs are likely to be created for a given amount
of spending.

Tn Figure 1 below, T present estimates of job creation within the U.S. economy
that would be generated through increasing spending by $1 million in alternative sectors
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of the U.S. economy. 1 report figures for six different sectors: educational services;
public infrastructure; green investments; tax cuts for household consumption; military
spending; and the oil and natural gas industry.

The category “public infrastructure” consists, in equal parts, of investments in
transportation, water management, and institutional structures, including educational
buildings. The category “green investments™ consists of three areas of energy
efficiency—building retrofits (40% of total), public transportation (20%); “smart grid”
electrical transmission systems (10%)—and three sources of renewable energy, wind
power (10%), solar power (10%), and non-food biomass fuels (10%). The figures all
come from the most recent 2005 input-output tables of the U.S. Commerce Department.

Figure 1.
Job Creation in the U.S. through $ 1 Million in Spending
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Services
25+ 23.1jobs
Public
Infrastucture Green
20 17.2jobs Investments Tax Cuts
: P for Household
6.7 jobs Consumption
Military
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Oit and
Natural Gas

Number of Jobs Created
>
[
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Source: Input-Output Tables of U.S, Commerce Departrment
Note: Employment estimates include direct, indirect, and induced jobs

As Figure 1 shows, there are sharp disparities in our estimate of the relative job
creating potential of these six alternative investment areas. We estimate that educational
services will generate the largest number of jobs per $1 million of spending, at 23.1 jobs.
Both public infrastructure and green investments will generate about 17 jobs per $1
million in new spending.

Tax cuts for household consumption was the central element of the economic
stimulus program implemented by the federal government last April. As Figure 1 shows,
we estimate that that the job creating potential of such a measure is 14 jobs per $1 million
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in spending, dramatically weaker than spending on educational services, and significantly
less effective than either public infrastructure or green investments.

Spending on either the military or within the oil industry will have a still weaker
impact on job creation within the United States. Indeed, spending more within the oil
industry would generate less than one-quarter the number of jobs as investments in public
infrastructure and the green economy, and less than one-fifth the impact as spending on
educational services.

Why the Greater Job-Creation Impact from Some Sectors Relative to Others?

There are three ways jobs get created through spending within any of the sectors
we have listed—educational services, public infrastructure, green investments, household
consumption, the military, or the oil industry—or any other sector of the U.S. economy
These are:

1. Direct effects—The jobs created by increased spending on, for example,
retrofitting public school buildings or drilling off the U.S. shoreline for oil (e.g. a
carpenter who replaces school windows);

2. Indirect effects—The jobs associated with business firms that supply
intermediate goods for constructing, maintaining, and retrofitting school buildings; or that
supply equipment for oil drilling (e.g. a mill worker who builds the window framing);
and

3. Induced effects—The expansion of employment that results when people who
have been newly hired to retrofit a school building or drill for il spend the money they
have earned on other products in the economy (e.g. a waitress serving dinner to the mill
worker and her family).

How could one spending target create more jobs than another for a given amount
of spending? If we compare, for example, retrofitting a school building versus exploring
for new sources of oil, there are only three possibilities:

1. Differences in labor intensify. The average “labor intensity” for retrofitting a
school building—i e. the number of jobs created per dollar of spending, as opposed to the
amount spent on machinery, buildings, energy, land, and other inputs—is higher than the
labor intensity of oil exploration and drilling activities.

2. Domestic content. The amount of spending within the U.S. economy, as
opposed to spending on imports in school construction as opposed to the oil industry; and

3. Lower average compensation for each job created, 1f there is a given amount
of money to spend on employment, obviously more jobs are created if the average level
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of compensation is lower. It means that the given amount of money gets spread around
more broadly. We will always need to consider the merits of creating more jobs this way.
That is, we need to consider to what extent are we creating more jobs by producing a high
proportion of bad jobs?

In terms of the sectors of the U.S. economy I have reviewed in Figure 1, the
dominant source of the difference in job-creating potential is differences in labor
intensity. That is, jobs in educational services, public infrastructure, and green
investments rely much more heavily on employing labor and less on purchasing
machinery, buildings, and energy than spending on the military or the oil industry. Tn the
case of household consumption, the major difference in terms ot job creation is the lower
level of domestic content associated with a given dollar of spending. Considering total
spending in the U.S. economy, of which consumer spending represents about 70 percent,
approximately 17 percent goes to purchase imports. By contrast, 96 — 98 cents of every
dollar spent on educational services, domestic infrastructure, or the energy efficiency
components of green investments are retained within the U.S. economy.

Employment Impact of Alternative $150 Billion Stimulus Programs

For purposes of discussion, I present evidence now on the relative employment
impacts of a stimulus program at the level of $150 billion. This is approximately the size
of the April 2008 stimulus initiative. It is also roughly the size of the Iraq war budget for
2008.

Specifically, in Figure 2 below, I present estimates of the impact on employment
of two alternative stimulus packages. The first package includes, in equal parts, spending
on educational services, public infrastructure (including educational structures), and
green investments. The second consists in equal parts of tax cuts to increase household
consumption, military spending increases, and investment incentives to expand the oil
industry. As the figure shows, when we combine these alternative approaches to
injecting a $150 billion stimulus into the economy, the package of educational services,
public infrastructure, and green investments will generate nearly twice the extent of job
expansion as the package that includes tax cuts for household consumption, military
spending, and support for the oil industry.
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Figure 2.
Total Job Creation through Alternative $150 Billion Stimulus Programs
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Can the Education/Public Infrastructure/Green Investment Program Work
Quickly Enough?

While all of these investment areas are crucial to the long-term project of building
a more productive clean-energy U.S. economy, it doesn’t follow that they all can
contribute effectively to a short-term green stimulus program. Operating as a short-term
stimulus program, it will be necessary for these investment areas to begin expanding
rapidly within a year.

Some of the strategies are clearly capable of being mobilized quickly. This is
clearly true in the area of educational services. At present, as has been the case in every
economic downturn, state and local government revenues are falling as a result of the
recession. Because state and local governments for the most part are not able to finance
their current operations through borrowing, the services they provide—which are focused
primarily on health care, public safety as well as education—become jeopardized. This,
in turn, strengthens the forces pushing the economy downward toward recession. Thus,
one straightforward way to counter the recession quickly would be precisely to provide
revenue sharing for state and local governments so that, for example, they will not have
to cut their educational programs. This kind of initiative would have an immediate
stabilizing effect on state and local budgets and would, therefore, act as an effective
short-term jobs program.



42

Robert Pollin testimony for House Committee on Labor and Education
Hearing on “Building an Economic Recovery Package”

October 24, 2008

Page 7

In the area of public infrastructure and green investments, one obvious area
capable of generating rapid results is a building retrofit program. This will rely entirely
on known technologies, can be implemented on buildings of all sizes, and can provide
short-term returns on the money being invested. Moreover, the construction industry is
already in a severe slump, with large numbers of construction workers eager for new job
opportunities.

To achieve the most rapid and effective short-term stimulus through a program of
building retrofits, the U.S. government, working in conjunction with state and local
governments, can mandate a program of retrofitting public buildings that could
commence as soon as new legislation authorized it. Indeed, programs to retrofit public
buildings are already operating throughout the country. These could serve as the active
starting point for a more ambitious national program of public building retrofits.

Of course, it is equally important to retrofit the country’s stock of privately-
owned buildings, including residences and commercial structures. Tn Green Recovery,
my coauthors and T a propose a program of strong financial incentives—including both
loan guarantees and tax credits—to advance such an initiative. But even operating under
such incentives, privately-owned structures will be retrofitted only when private investors
and homeowners choose to make these investments. This means that the speed at which
new investments in retrofits will occur in the private sector will be slower than with the
public sector.

Similar to the situation with retrofits, mass transit is an area where some
investments can be implemented immediately while others will entail relatively long
incubation periods. Activities that can be pursued in very short order include purchasing
new buses, increasing bus service, or even simply lowering public transportation fares, to
encourage new ridership. Other areas, such as building light-rail or subway systems, will
entail long lead times before a large amount of new hiring and spending occurs.  With
smart grid investments, projects that are already in planning stages could growth quickly
through government support. But most initiatives will entail more than a one-year time
lag before significant levels of new spending and hiring can occur.'

Overall Labor Market Effects

As of September 2008, there were 9.5 million people officially unemployed
within the U.S. labor force of 154.3 million, producing an official unemployment rate of
6.1 percent, according to the most recent data from the U.S. Bureau of Labor Statistics.
For purposes of illustration, let’s assume that the $150 billion stimulus program is
enacted amid roughly September 2008 labor market conditions, As we have seen, this
program could produce a net increase of about 2.9 million jobs, which would reduce the

! A companion picce 1o Green Recovery (hat presents details on specilic green investment programs that
can be implemented rapidly and effectively implemented is “*Center for American Progress Action Fund
Recommendations on Green Infrastructure and Economic Recovery.” September 21, 2008.
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September 2008 number of unemployed to 6.6 million people, a decline of 31 percent. As
we see in Figure 3, this would cut the unemployment rate to 4.3 percent, moving the job
market forcefully away from its current slump.

Figure 3.
Impact of Adding 2.9 Million Jobs
in September 2008 Labor Market
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Tn reality, we cannot assume that everything about the U.S. labor market would
stay unchanged relative to September 2008, First of all, we cannot know how the current
crisis will proceed over the next two years absent any additional stimulus or financial
bailout measure. We also cannot know how the $150 billion in government spending
would aftect other forces in the economy. The fall in unemployment, for example, could
produce some shortages of labor and materials in a few sectors, particularly construction,
but evidence suggests the risks of inflationary labor shortages from job creation are
minimal.

The primary challenge today is to create more good jobs, not deal with
inflationary pressures from an overheated economy. This becomes clear from examining
the employment patterns within construction just over the past year. In September 2007,
there were 9.5 million people employed in the construction and extraction industries.
That figure has fallen to 8.7 million as of September 2008—a decline of 800,000 jobs.
These figures imply that there are roughly 800,000 construction workers ready to accept
new job opportunities in the construction industry. This job slack in the construction
industry alone amounts to about 28 percent of the total 2.9 million jobs that could be
generated by our overall proposed education/public infrastructure/green investment
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program. Of course, beyond construction, we are still left, as of September 2008, with 8.7
million additional unemployed workers in other sectors of the economy. This number
will continue rising further still in the absence of a large scale jobs program. There is
thus little chance that we will face serious labor shortages by creating 2.9 million more
jobs through a stimulus,

Longer-Term Benefits of Public Investment “Crowding In” Private Investment

In considering the viability of spending on public infrastructure projects—
including road, bridges, and water management systems in addition to “green” public
investments, such as mass transit and smart grid electrical transmission systems—one of
the major issues that is often raised is whether such expenditures absorb the limited
amount of total investment funds in the economy, and thereby “crowd out” private sector
investment activities. Obviously, infrastructure public investments are likely to be
counterproductive to the extent that they crowd out productive private investments. This
would certainly be the case if, as is always possible, public investment projects are
mismanaged or the funds are squandered. But even with projects that are well-designed
and executed, they could end up yielding little or no net economic benefits if they crowd
out productive private sector activity. Such considerations deserve serious attention.

In fact, the weight of evidence examining the impact of public investment on the
U.S. economy does not point to a crowding out effect. It rather finds that, on balance,
higher levels of public investment will promote private sector productivity and higher
rates of return for business. As such, the evidence suggests that many kinds of public
investments in the U.S. generally crowd in as opposed to crowd out private investment.
In addition, the crowding-in benetits of public investments are also associated with
positive gains in terms of employment, though in this case, with a time lag of a couple of’
years.

Despite these benefits of public infrastructure, spending in this area has fallen off.
Figure 5.1 plots the long-term growth trajectory for public economic infrastructure
investments in the United States. As we see, there is a strong upward growth trend from
the mid-1950s through the mid- 1960s, with the annual growth rate ranging between 3.5 —
5.5 percent in that decade. The annual growth rate then fell steadily until the early 1980s
to about 2 percent per year, and has ranged between 2 — 2.5 percent since
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Figure 5.1
Average Real Growth of U.S. Public Economic Infrastructure, 1951-2006
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How has this decline in the growth of public investment affected economic
growth and job creation within the U.S. economy? Research conducted in the 1980s and
early 1990s, led by Alicia Munnell and David Aschauer, suggested that public investment
in the United States economy contributes to better performance of the private economy in
terms of higher productivity and more jobs. That is, public investment actually raises the
return on private investment. Under these conditions, public investment will tend to
crowd in rather than crowd out private investment. For example, Munnell found that
public investment, both at the federal and state levels, has a positive impact on labor
productivity.

My co-authors and I have re-estimated the relationships which Aschauer and
Munnell researched, addressing some problems with the statistical details of the modeling
exercise, as well as brought the figures up to date. In the main, our findings confirm to
the earlier results of Munnell and Aschauer.

In particular, we found that increases in public investment in the United States do
enhance the growth of GDP by a significant amount. The single most important result is
our finding that a one-percent increase in the growth of public capital stock would lead to
an increase in GDP of 0.29 percent. This is quite a substantial positive effect on GDP.
As we saw above, average growth of public investment in the U.S. fell from an average
of nearly four percent per year from 1951 — 78 to 2.4 percent subsequently. Assume we
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raised public economic infrastructure investments by one percentage point above its
current trend of about 2.4 percent, to 3.4 percent. This is to a level still below the 3.8
percent average for 1951 — 70. 1n today’s economy, that would generate over $40 billion
per year in additional GDP. This dividend is an amount equal to roughly 25 percent of
the total $150 billion program 1 am proposing here.

Public Investment and Employment

How might public investment in general affect employment opportunities in the
U.S., aside from the 2.9 million jobs that would be generated in the short-term as a result
of the increased spending itself? This is one of the questions that Munnell’s earlier
research, using state-level data, had examined in depth. We are in the process of
following up on her earlier findings. For now, I will offer some preliminary perspectives
on her results.

Munnell assembled a detailed data set on the stock of public capital for each state
over the period 1970-1986. Based on these data, she presented evidence suggesting that
those states with higher levels of public capital assets tended to enjoy faster rates of
subsequent employment growth. These results controlled for numerous factors that could
be influencing employment growth, including wage rates, education levels, energy costs,
and the size of the urban population. As Munnell writes, “One would expect this to be
case; a state that goes to the trouble of building roads, sewers, water supply facilities, and
power plants, as well as schools and hospitals, would be expected to attract more new
firms and more households than a state that did not undertake such activity,” (1990b, p.
25).

Her specific finding was that states that invested $1,000 more in public
infrastructure per capita in a given time period would experience a roughly 0.2 percent
increase in average employment growth in subsequent years. We can illustrate the
implications of this finding within the context of the present-day U.S. economy as
follows. Let’s assume that in 2009, public investment increased by $150 billion. Based
on Munnell’s findings, this would mean an increase in total U.S. employment, after a lag
of a year or two, of about 1.5 million jobs per year beyond what would have otherwise
occurred. This employment gain would be entirely due to the supply-side benefits of the
enhanced public infrastructure. In other words, this effect is distinct from, and additional
to, the employment gains due to spending increases—on educational services, public
infrastructure and green investments-- associated with the short-term stimulus.

Our own research has not yet brought Munnell’s earlier findings fully up to date.
But if Munnell’s earlier findings showing positive employment effects of public
investment do hold up in our ongoing research, this will support the idea that higher rates
of public investment will, if anything, encourage employment growth via the productivity
gains that are generated.
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Let me suggest here some very rough order-of-magnitude employment benefits,
derived from the earlier Munnell findings, of a $150 billion public investment program.
Within the context of the overall $150 billion program, let’s assume that roughly half of
the total amount—i.e. $75 billion—is spent on a range of public infrastructure
productivity-enhancing green investments. Let’s further assume that from that base of
$75 billion in spending, the positive employment effects are only one-half as potent as
those estimated by Munnell. Based on these assumptions, that would suggest that the net
employment gains from the $75 billien in public infrastructure investments would be in
the range of 400,000 jobs. However, these employment gains would not emerge
immediately as the money on these investments are being spent, as is the case with the
employment gains tied to labor intensity, domestic content and compensation levels.
According to Munnell’s findings, these public investment driven employment gains
would emerge only after a lag of about two years.

Considering both the short-term gains in labor demand resulting from the
increased spending on educational services/public infrastructure/green investments, we
can see now that the full employment eftect, after a lag of perhaps two years, can be in
the range of 3.3 million jobs.

Table 1.
Summarizing Estimated Overall Employment Expansion from $150 Billion
Education/Public Infrastructure/Green Investment Program

Short-term gains from spending on 2.9 million jobs
education/public infrastructure
/green investiments

Long-term gains from public investment 400,000 jobs
“crowding in”

Total employment expansion from both | 3.3 million jobs
directly expanding lahor demand and
crowding in

How to Pay for the Stimulus Program?

We propose that the $150 billion stimulus program be financed by an increase in
the U.S. Treasury’s fiscal deficit. The $150 billion in increased spending would then be
used to cover three types of government outlays: direct spending for public projects; tax
credits to support green investments by private businesses; and loan guarantees for
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financial institutions that would also serve to subsidize green investments by the private
sector.

In terms of the green investment agenda, over the longer term, policymakers will
need to establish major new revenue sources to finance a full transition to a clean-energy
economy. Interms of a long-term energy program, the primary new source should be
revenues generated through a carbon cap-and-trade program such as that sponsored last
year in the U.S. Senate by Senators Boxer, Lieberman, and Warner. A cap-and-trade
program, such as Boxer/Warner/Lieberman would set limits on carbon-dioxide emissions
and require companies to obtain permits to release carbon into the air. The government
would generate revenues by charging businesses to obtain the carbon-emitting permits.
Credible estimates as to how much the government could raise through such a program
range widely, between $75 and $200 billion. In addition, over the longer term, the
government could generate in the range of another $6 billion by eliminating subsidies
that are now funneled to the oil, gas, and coal industries.

But measures such as these will not be implemented within the short time
framework needed to put a green stimulus program in place. This is why we have to rely
on incentives within the private credit markets and deficit spending from the U.S.
Treasury to pay for the $150 in green investments.

Increasing the Fiscal Deficit

As of fiscal year 2007, the federal government’s fiscal deficit was $162 billion.
With the economy slowing in 2008, this figure inevitably rose sharply, to $389 billion in
fiscal 2008. Tn July 2008, the Office of Management and Budget had estimated that the
2009 fiscal deficit would rise further, to $482 billion. But in the face of the $700 billion
financial bailout operation and recession, this July estimate is now moot.

We cannot know for certain how much the fiscal deficit will expand in the current
circumstances. Among other things, we don’t know how much of the $700 billion in
Treasury funds will actually be needed to conduct the full financial bailout operation. It
is possible that most of the purchases of non-performing financial assets now held by
private financial institutions, as well measures to increase the liquidity of financial
institutions, can be conducted through variations on Federal Reserve open market
operations and discount window lending—i.e. variations on the conventional tools of’
monetary management, even during financial crises—as opposed to relying entirely, or
even primarily, on the Treasury. To the extent that the Fed, as opposed to the Treasury,
is the main source of funding for the overall bailout, the impact on the fiscal deficit will
be diminished >

* Thus. The New York Times for 10/22/08 reported (hat (he Federal Reserve will begin buying “certificates
of deposit and certain types of commercial paper” from money market funds. “in hopes of restoring the free
flow of credit and casing worries about the investments.™ This is (he (hird program of its kind that the Fed
has anmounced this month. The Fed had previounsly committed to providing direct financing to businesses
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That said, it is reasonable to consider that the fiscal deficit could possibly rise up
to $1 trillion in fiscal 2009. Of course, it would be utterly self-defeating for the U.S. to
run a reckless fiscal policy, no matter how pressing the need to fight the financial crisis
and recession. But in this context, it is important to keep even a $ 1 trillion deficit figure
in perspective.

The 2007 deficit—the level that emerged before the onset of the financial crisis—
amounted to about 1.2 percent of GDP for that year. This is at a level significantly below
the average fiscal deficit between 1960 — 2006 of 1.9 percent of GDP.

The largest deviation from this long-term average occurred under Ronald
Reagan’s presidency of 1981 - 88, when the fiscal deficit averaged 4.2 percent of GDP—
i.e. more than three times larger than the 2007 deficit as a share of the economy. In
1983, the Reagan Administration presided over a deficit that was 6.0 percent of GDP.
This was in the aftermath of the 1980-82 recession. Tn 1982, GDP contracted by 1.9
percent. Behind the force of the massive expansion of deficit spending in 1983, GDP
growth rose sharply to 4.5 percent in 1983, and again in 1984, to 7.2 percent. Deficit
spending in this period was clearly a major factor pushing the economy out of its slump.

Of course, the deficit began rising in 2008 as a share of GDP due to the economic
slowdown. But even in 2008, the fiscal deficit/GDP ratio was 2.7 percent, still
substantially below the average figure for the entire Reagan presidency, including
expansion and well as recession years.

This is the context in which to evaluate the viability of a huge expansion in the
federal fiscal deficit, to finance both bailout operations and a jobs stimulus. However,
even if we assume that the deficit rises all the way up to $1 trillion, it is important to
recognize that this is a manageable, if troubling, figure, given the magnitude of the
current crisis. At the current level of GDP of $14.4 trillion, a $1 trillion deficit would
represent about 7 percent of GDP, one percentage point higher than the peak 1983 deficit
of the Reagan-led economic recovery.

Of course, the global financial system has undergone dramatic changes since the
1980s, so that direct comparisons with the Reagan deficits are not entirely valid. One
major change is that U.S. government debt—Treasury bills and bonds—is increasingly
owned by foreign governments and private asset holders. Foreign ownership of U.S.
government debt—including that by Japanese, Chinese, Korean, and Western European
entities—amounts to roughly 50 percent of the total debt outstanding. This means that 50
percent of the interest payments on that debt flow from the coffers of the U.S. Treasury—

by buying three-month commercial paper. and also providing loans to banks and other financial institutions
that buy asset-backed commercial paper from money-market mutual funds,
htp://www.nytimes.cony/2008/10/22/business/economy/22fed html?em
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i.e. the funds the Treasury receives from U.S. taxpayers—to these foreign owners of
Treasuries. Over time, this obviously is a drain on U.S. income and wealth.

At the same time, amid the severe financial crisis, U.S. Treasuries are now, and
will remain for some time, the single safest, and most desirable, financial instrument in
the global financial system. Both U.S. investors as well as foreigners are clamoring to
purchase Treasuries as opposed to buying stocks, bonds issued by private companies, and
derivatives. This is pushing down the interest rates on Treasuries, both in absolute terms
and relative to other debt instruments. The growing disparity between the low Treasury
rates and the high rates on private bonds reflects the very high level of risk—the “risk
premium”—that investors are now attaching to any security that doesn’t have the full
backing of the U.S. government. This situation is evident from the data shown in Table
2. below.

Table 2.
Interest Rates on U.S. Treasuries and BAA Corporate Bonds,
October 2007 — October 2008

October 15, October 15,
2007 2008

4-week 4.16% 0.05%
Treasury Bills
3-year Treasury 4.22% 1.91%
Bonds
Baa Corporate 6.57% 8.86%
Bonds
Spread between 224% 6.57%
BAA Corporate
Bonds and 3-
year Treasuries

Source: Board of Governors of Federal Reserve System

This is clearly not a healthy situation. Over the next year, it will be important for
the risk premium on private debt to fall relative to Treasuries. Nevertheless, for the
present, when it is crucial that the U.S. government undertake a large-scale stimulus to
fight the financial crisis and recession, it is a great benefit that the U.S. Treasury is able to
borrow at negligible interest rates—e.g. at 0.05 percent for 4-week Treasury Bills and
1.91 percent for 3-year Treasury Bonds. In this way, allowing the fiscal deficit to rise
even as high as seven percent of GDP—i.e. to a figure one percentage point higher than
the peak deficit under President Reagan—nevertheless does not represent a longer-term
burden on U.S. taxpayers greater than what occurred during the Reagan deficit years.
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Expanding Loan Guarantees

Tn addition to $100 billion in direct federal spending and tax credits, there is also
good reasen to begin laying the foundation for more private sector involvement,
especially in the area of green investments. As of April 2008, the U.S. government is
already committed to offering $10 billon in loan guarantees for energy efticiency and
renewable energy.* I propose that that the federal government budget $4 billion to
expand the loan guarantee program. 1 estimate this money would conservatively net
between $20 — $50 billion in new private sector green infrastructure investments, but
would cost the U.S. Treasury only $4 billion since the government directly spends money
on its loan guarantees only when borrowers default on their loans.* As long as investors
in green investment projects are making payments on their loans, U.S. taxpayers face no
direct costs from the loan guarantee program.

T arrived at the $4 billion cost to the federal government of these loan guarantees
by considering several factors. The first is the percentage of a loan that would be
guaranteed. We proposed that the federal guarantee cover only 75 percent of the total
value of a loan. The second factor is the default rate on these loans. We estimate a default
rate of 2 percent—which is in fact a high-end estimate, given both historical patterns and
even current market conditions—on loans that the government would have to pay out to
make lenders whole. And a third factor is the percentage of these guaranteed loans that
might have occurred anyway without the benefit of the guarantee. We estimate that the
net increase in green investments generated by the loan guarantee program would be less
than the total amount of loans that would be guaranteed.

Taking account of these and other, related factors we believe a cautious budget
estimate of $4 billion for loan guarantees is capable of generating at least $20 billion in
new green investment lending, significantly increasing the amount of guaranteed loans
for green investments than is currently budgeted by the federal government. In Appendix
2 of Green Recovery, my colleagues and T explain in detail how we arrive at this figure,
and also describe how, using less cautious but still reasonable assumptions, the total
amount of new green lending generated by a loan guarantee program could be much
larger.

Over the longer term, these loan guarantees alongside tax credits for private
investments would increasingly become a major impetus for private sector financing of'a
green infrastructure investment program. But over the next two years these loan

® This is in addition to $20.5 billion for nuclcar power investments and $8 billion in advanced fossil fucl
technologies. The Department of Energy document announcing (hese guarantee programs provides no
discussion on the extent of the guarantecs. or a broader assessment of their financial implications. Sce
http://www.doe.gov/media/Loan_Guarantee_Program-Implementation_Plan_April_2008 pdf.

“The $4 billion underwrites more than $20 billion in loans, but as explained in Appendix 2 not all of the
loans underwritten create net new investment in the economy.
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guarantees will not deliver as large a boost to spending and jobs as the direct public
investments.

Conclusion

In the midst of the severe financial crisis and deepening recession, it is imperative
that the Federal government take action as soon as possib